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A Banker’s Diary 


THE money and gilt-edged markets, which in October 
were dominated by anticipations of the reduction in 
jane! Bank rate to 2 per cent., spent most of the 
_ Credit past month awaiting the first instalment of 
Expansion in * aaietas hi: a sininiiiie 
Full Swing W@! borrowing which w as expected to 
follow close upon the heels of that decision. 
These expectations were eventually knocked on the head 
by Sir John Simon’s statement in the House in which he 
inaugurated the campaign to mobilize the savings of the 
small man by announcing a new issue of Savings 
Certificates and an issue of 3 per cent. National Defence 
Bonds (issued at par and redeemable after seven years 
at a premiurn of I per cent. obtainable in units of £5 
from the Post Office. Sir John stated in his speech that 
the time had not yet arrived for the issue of a large loan, 
but the most cursory survey of the monetary situation is 
sufficient to explain the market's expectations of an early 
issue. Since the outbreak of war bank deposits have 
been rising swiftly, and in default of a funding operation 
the movement promises to be accelerated in the near 
future, unless the two new securities are taken up on a 
scale which would be quite phenomenal considering that 
no individual may subscribe for more than £1,500. At 
the end of September, it will be recalled, bank deposits 
had risen by £33 million, as compared with the August 
averages, to £2,278 million, a movement which was 
closely connected with the jump of £26 million in 
advances, since the sharp expansion in cash was at the 
expense of a correspondingly sharp contraction in bill 
portfolios from £279 million to £236 million. During 
October, as will be seen from the table opposite, deposits 
shot up by another £49 million to £2,327 million, very 
nearly a record for recent years. 
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MONTHLY CLEARING BANK RETURNS 


1939 Month Year 
Oct., Change on Change on 
£ millions 
Deposits ee - 2,327.3 + 49.2 +71.7 
Advances - “s 1,013.1 + 2.2 + 43.9 
Investments .. ea 605.1 + 2.2 — 40.2 
Discounts ios wi 289.0 +52.8 +20.8 
Call Money .. si 159.1 +13.5 + 10.6 
Cash a we 255-5 —12.0 + 21.4 
% % % 
Cash Ratio .. “a 10.98 — 0.76 + 0.60 


On this occasion, it will be observed, the expansion in 
deposits was due to the rapid recovery in the clearing 
banks’ money market assets, for advances were only £2 
million higher at £1,013 million—which is, however, even 
nearer the all-time peak of 19290. Though the immediate 
cause of the rise in bill portfolios was the exceptionally 
keen demand for bills throughout the month, just as the 
sharp drop during September was brought about by the 
suspension of bank buying in order to allow bills to 
mature and so bolster up cash reserves, it is evident from 
the simultaneous expansion in call loans that it was only 
made possible by the rapid expansion in the supply of 
bills to the market. 


In the early weeks of the war, as was pointed out in these 
notes last month, the Treasury was apparently finding a 
large proportion of its deficit finance by the 
~ppetins issue of tap bills. During November, how- 
Bill Offers €Ver, the outstanding total of tap bills has 
shown little change, and the whole of the 
necessary finance has been provided by an increase in 
bills issued through the tender. The change-over from 
tap to tender bills is clearly brought out in the following 
table of monthly figures : 


EXPANSION IN TREASURY BILLS 


Tender Tap Change in: 
Issue Issue Tender Tap 
£ million £ million £ million £ million 
sp. 2 .. és 500 618 - - 
Sep. 30... ‘a 510 677 + 10 +59 
Oct. 28... wi 561 702 + 51 +25 
Nov.25.. o 665 680 +104 —22 


P 
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In the latter half of November the tender issue was 
expanding at the rate of £35 million a week, the offer at 

Record the November 17 tender having been 

Tender raised to £65 million—the highest figure 

Offer ever touched since the tender system was 
resumed in 1921, though larger weekly issues of bills to 
the market may have been made during the war and the 
post-war inflation. From only £30 million in recent 
weeks, maturities in the second half of December will 
jump to £55 million. To maintain the recent rate of 
expansion would therefore imply a further increase in 
the weekly offers to £90 million. Actual offers are not 
likely to reach that figure. The November expansion was 
in excess of current requirements (as may be seen from 
the decline in tap bills), and this at a time when it was 
necessary to provide funds for the December 1 dividend 
payments. 


TuaT the Treasury might wish in the early stages of 
war to avoid too sharp an increase in the tender offer— 
coming at a time when the absorptive 

Funding capacity of the clearing banks was at its 
Policy seasonal lowest and necessitating a further 
adjustment of the aggregate syndicate 

tender—was felt to be one reason for expecting an early 
issue in the gilt-edged market. Indeed, it was suggested 
that the first loan of the war might take the form of a 
short-dated issue for subscription by the banks and 
money market, which would scarcely affect the credit 
situation but serve merely to fund Treasury bills and 
possibly—to kill two smallish birds with one stone— 
dispose of the Conversion 43 per cents. in advance of the 
formal redemption date by means of a voluntary offer 
to holders. Obviously a mere camouflage issue of this 
kind would shirk the true purpose of war borrowing, 
which is to place a brake on credit expansion before a 
vicious spiral of rising costs and prices has time to assert 
itself. This more fundamental object (as well as the 
minor aim of limiting the tender Treasury bill issue) 
should, however, be partially achieved through the 
offer to the small investor of the new £5 Defence Bonds, 
which should meet with a more than ready response in 
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view of the large amounts of money held idle in 
anticipation of the Treasury’s first offer. The desirability 
of such borrowing should be self-evident in the light of 
the rise which has already taken place in the cost of 
living, admittedly almost entirely as a response to 
increased costs of transport and the depreciation of 
sterling, but leading, nevertheless, to an upward revision 
in the money wages of about one-quarter of the insured 
population. The drift towards inflation is emphasized by 
the jump in bank deposits. By December 2 the tender 
Treasury bill issue will have risen to £700 million, a 
jump of exactly £200 million in the first three months of 
war. Moreover, the current deficit on November 25 
amounted only to £460 million, whereas the Chancellor 
has budgeted for borrowing £938 million, so that if the 
Budget estimates are to be realized there would have 
been a further expansion, in default of borrowing out of 
existing savings, of some £480 million by the end of 
March, instead of the normal seasonal decline in floating 
debt and bank deposits which usually takes place during 
the revenue quarter. 


THAT need not necessarily represent inflation, since it is 
probable that for a variety of reasons the average 
ae velocity of circulation of bank deposits has 
Limitson fallen appreciably since the outbreak of 
pe war. And the experience of Germany and 
Japan in the last year or two shows clearly 

how small a rise in prices need result from credit expan- 
sion provided spending is rigidly controlled. At the 
same time, there is no doubt that large sections of the 
public take far too lax a view of what is needed in the 
way of fiscal and monetary policy. It seems to be 
thought that it is perfectly safe to go on expanding credit 
(and so “ generating savings and increasing the buoyancy 
of the revenue’) so long as any unemployment still 
remains. It is not realized that it makes all the difference 
in the world whether the formerly unemployed resources 
are engaged in producing consumption goods or on 
defence work. Credit expansion to reabsorb the unem- 
ployed is safe in peace-time because the additional 
incomes are matched by an equivalent increase in the 

rs 
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output of consumption goods and there is no reason for 
prices to rise. By contrast, if it be granted that the 
expansion in the forces and on war work in the broadest 
sense will be fully sufficient to reduce unemployment to 
a minimum and absorb the available reserves of female 
labour, leaving no surplus resources to increase the 
output of consumption goods, then there is no justifica- 
tion for any increase in total money incomes above the 
pre-war level. Civil incomes must be reduced by the 
amount of new incomes paid out by the State; which 
means that the war expenditure must be financed wholly 
by taxation and borrowing out of genuine savings. 


THE reduction in Bank rate put an immediate end to the 
abnormal position in the discount market of bill rates 
below money rates. Though the banks 
ee ee tae were very keen buyers of bills throughout 
Position, the first three weeks of November they 
did not lower their buying rates for 
January and February bills below the level of 14 per cent. 
originally fixed, while the effective market rate has 
fluctuated between 1: and 1} per cent.—a level which 
ensures both a reasonable profit on running bills and an 
adequate turn on sales to the clearing banks. In spite of 
the rapid expansion in the bill supply, therefore, an 
unsatisfied hunger for bills has occasionally manifested 
itself in the exceptionally low rates of allotment for 
Corporation and other bills which do not fall within the 
scope of the syndicate rules. In general, however, the 
relative firmness of bill rates has contrasted with the 
exceptional abundance of short credit, outside money 
having been abundantly offered on most days at } per 
cent. As will be seen from the following table, this 
plethora of short money has not resulted from any 
further expansion in the credit base: 
ANALYSIS OF BANK RETURN 
Note Total Total Public Bankers’ 
Circulation Securities Deposits Deposits Deposits 
527,137 132,379 168,57 12,574 116,761 
27,966 133,003 168,335 10,540 114,802 
528, 372 129,621 164,603 21,267 101,859 
527,044 129,749 165,508 17,844 107,084 
527,004 132,161 168 ,686 36,392 92,945 


On balance, the Banking Department’s total deposit 
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liabilities show little changes, as neither the securities 
holding nor the note circulation have fluctuated appre- 
ciably. Since public deposits rose on balance by about 
£24 million (a very moderate immobilization considering 
the heavy excess of Treasury bill payments and the need 
to provide for the December 1 dividend disbursements) 
bankers’ deposits declined by almost £24 million to 
£92.9 million. If it be assumed that there was no change 
in the distribution of notes in circulation as between the 
public and the banks’ till money holdings, this would 
mean a reduction in cash holdings to about £230 million. 
This in turn would imply that any substantial increase in 
deposits above the October level would place some strain 
oncash ratios. Hence it is clear that the point has already 
been almost reached at which a further expansion in 
Treasury bills could only be absorbed with the aid of a 
further expansion in the credit base. 
THE sterling area tends increasingly to become an 
exclusive currency club for British Empire countries. In 
Deflections the early weeks of the war the Argentine 
from and other Latin-American countries trans- 
Sterling ferred their allegiance to a dollar standard, 
Bloc while the Scandinavian countries (with the 
exception of Denmark) also severed their former link 
with the pound. During the past month the sterling bloc 
has lost two further adherents in Japan and Portugal, 
both of whom—having followed sterling in its initial 
adjustment—have now pegged their currencies to the 
dollar. In the case of Japan it may be assumed that the 
chief motive was the desire to avoid any possible restric- 
tions on the conversion of sterling balances into dollars, 
since any depreciation of the nominal parity of the yen 
would probably be welcome rather than the reverse. 
Portugal, however, probably wished to avoid any further 
decline in the dollar value of the escudo, and in trans- 
ferring to the dollar group of currencies merely repeated 
a policy followed in the last war. As a result of these 
changes, the London quotation for the yen has moved 
in sympathy with the fluctuations of sterling in the New 
York market, while the escudo has appreciated from 
110.35 to 108. In the exchange market generally, the 
principal movement has been a rapid fall and recovery 
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in the New York rate for sterling. This set in imme- 
diately the Neutrality Act was passed, apparently on 
fears that heavy purchases of munitions would either 
lead to an adjustment of the official rate for dollars, a 
more grudging allocation of exchange for the conversion 
of neutral balances, or closer supervision of sterling 
transfers. Ihe movement became accentuated when it 
appeared that Germany might invade Holland or 
Belgium, but after dipping to 3.76 the rate rapidly 
recovered to between 3.90 and 3.95. Dutch guilders were 
rigidly controlled (no doubt at the cost of substantial gold 
losses), but the political apprehensions were reflected in 
a slump in the belga from 24.10 at the beginning of the 
month to a low point of 24.65, from which level the rate 
had recovered to 24.175 on November 29. 
Yet another of the City’s markets has this month fallen 
a victim to Government regulation, namely the market 
7 in silver. In form the market still remains 
Pree free, for the metal did not fall directly 
banned Within the scope either of the exchange 
regulations or of the controls over indus- 
trial materials set up on the outbreak of war. From the 
very beginning of the war, however, the market 
remained a narrow one, since intending importers of the 
metal were unable to obtain exchange permits, and in 
any case the dislocation of shipping in the early weeks 
of the war would have imposed a natural limitation on 
imports. A sizeable bear position having been built up 
at the time when it was feared that a further downward 
adjustment in the American Treasury’s buying price 
might cause a further fall in London quotations, the 
resulting covering movement in a market cut off from 
outside supplies drove London prices substantially above 
the theoretical parity with New York. As has been said, 
the exchange control made it impossible for arbitrage 
shipments to be arranged on the initiative of persons in 
this country, and for a time shipping and insurance 
difficulties prevented American operators from taking 
advantage of the large profits which were in theory 
obtainable. Towards the end of October, however, a 
fair quantity of silver was known to have been shipped 
from America to this country, and at this point a Board 
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of Trade order was published prohibiting further imports 
except under licence. 

This decision has been criticized on the grounds that 
the prospective shipments at the time were of no great 
significance and that over a period inward and outward 
movements of the metal in this country tend to cancel 
out, since London acts chiefly as an entrepét for metal 
which ultimately finds its way to India. At the same 
time, the import surplus in individual years has occasion- 
ally been quite large—in 1937 it was £10.5 million, 
though this was offset by a somewhat larger export 
surplus in the following year. It is clear that had a 
speculative boom developed in the metal, as would not 
have been surprising in view of the limited number of 
free markets remaining, imports might easily have risen 
to proportions which would have placed an undesirable 
strain on our exchange resources and on the available 
shipping space. While this further blow to yet another 
section of the City (and the loss of yet another source of 
overseas income in the bullion market’s commission 
earnings) will be regretted, therefore, the policy followed 
would seem to be fully justified on general grounds. On 
the other hand, there would have been little point in 
controlling imports into this country unless they had 
been similarly controlled in India, the ultimate purchaser 
of the metal, and a similar licensing system was there- 
fore instituted in the latter country. The effect of the 
prospective restriction of supplies was to cause a sharp 
jump in the London price to 233d., at which level metal 
was made available from the large Indian stocks held in 
London. For the moment, therefore, this level represents 
an effective ceiling to the upward movement, but the 
covering demand has been sufficient to send the forward 
price to a small premium. 


ImMpoRTANT changes were announced recently in the 
Defence (Finance) Regulations. The capital issues 
F; .. control is tightened by bringing under the 
inancial_ ban the issue of mortgages and deposit 
Regulations 
Tightened Teceipts, subject to an exemption limit of 
£10,000 and the general exemption of 
securities issued in respect of bank advances and over- 


drafts in the ordinary course of business. Issues of 
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capital by building societies do not require sanction, but 
the general effect of the extension of the new issues 
control to mortgages will be to bring the building 
societies’ lending operations within Treasury control. 
On the side of the exchange regulations, the Treasury has 
now taken power to acquire by purchase foreign ex- 
change or gold which ought already to have been offered 
to the Treasury or which is seized by the Customs. A 
more important tightening up of the exchange regulations 
is the instruction issued to banks that in future the pro- 
cedure in relation to Form E 1 should be the same as that 
followed in completing Form E, which means that appli- 
cation to make sterling payments to foreigners must be 
accompanied by documentary evidence that the payment 
is of genuine commercial character or otherwise legiti- 
mate. It is notorious that hitherto payment has been 
made in sterling for many purposes for which exchange 
has been refused or would not be allowed. As was 
pointed out in this journal as early as October, the result 
of this laxity in the payment of sterling abroad is to 
weaken the sterling rate in the New York market, which 
in turn sets up a tendency for an increased proportion to 
our exports to be invoiced in sterling and for the proceeds 
thereof to elude the authorities. Every purchase of ster- 
ling in an overseas’ market involves an indirect loss of 
exchange, but provided sterling payments are restricted 
to transactions for which exchange would be granted in 
any case, this is no longer of importance. The course 
chosen is thus an alternative to the complete blocking of 
foreign-owned sterling balances and should be just as 
efficient without imposing the same hardship on the 
owners of such balances. Unfortunately, foreign 
balances are only a small part of the larger problem of 
sterling payments. Far more important are the sterling 
balances of the Empire countries. Only a unified Empire 
control for the whole sterling area could finally solve all 
the difficulties. 


AN interesting development this month is the announce- 
ment that at the end of this year the Union Bank 1 
Barclays and Manchester will be completely amal- 
eles gamated with Barclays Bank. Since the 
Bank of Union Bank was affiliated to Barclays as 
Manchester far back as November, 1919, this decision 
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will involve no major change in the actual conduct of the 
bank’s business, but the amalgamation is expected to give 
certain opportunities for economies, even though over- 
lapping between Barclay’s branches and those of its 
affiliate has already been largely eliminated. As is well 
known, a feature of Barclays Bank organization is the 
decentralized control of branches from local boards, and 
on the administrative side it will be a simple matter to 
give effect to the amalgamation by incorporating the 
former directors of the Union Bank of Manchester in the 
local Manchester board of Barclays Bank. Arrange- 
ments for the amalgamation have been in progress some 
time. Treasury sanction was obtained as long ago as 
March (though this naturally does not imply that the 
Treasury takes any responsibility for the general terms 
or details), and the arrangements were almost complete 
on the outbreak of war. The Union Bank of Manchester 
has already passed its centenary, having been founded in 
1837. It has some 180 branches in Lancashire, Cheshire, 
Derbyshire and West Riding of Yorkshire, and in virtue 
of its extensive branch network was the only English non- 
clearing bank to be appointed an authorized dealer in 
exchange under the new system. The bank’s deposits at 
the end of 1938 amounted to £18,470,000, and the 
£300,000 £5 shares (£2 Ios. paid) are at present booked at 
par in Barclays Bank balance sheet. On the basis of the 
latest monthly returns the incorporation of the Union 
Bank’s figures would raise Barclay’s deposits to about 
£460,000,000, which would still leave the bank second ir 
size to the Midland, even excluding the latter’s sub- 
sidiaries, though by a smaller margin. 


THIS year’s balance sheet of the Royal Bank of Scotland 
was struck on October 14, so that the figures have the 
added interest of being the first Scottish 

Royal Bank banking figures of the war. On the whole, 
of Scotland they definitely strengthen the impression 
formed at the time, that the cut in the 

Bank of Scotland interim announced three weeks after 
the outbreak was predominantly a_ precautionary 
measure. The impact of the war is to be seen in a con- 
traction in various items, but this has merely had the 
effect of interrupting the steady expansion in the bank’s 
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resources which has been in progress for so many years. 
Deposits were not quite £1,000,000 lower on the year at 
£68,973,000. Among the assets, the largest movement is 
a decline of £2,402,000 in British Government securities 
to £24,792,000, though in what proportions this is due to 
writing down on account of the general fall in values, to 
realizations connected with the fall in deposits and to 
the financing of the Glyn Mills acquisition, it is impossible 
to judge. Other decreases are shown by the bills port- 
folio and by the acceptances item, in each of which the 
contraction in commercial bills due to the calling-in of 
foreign acceptance credits must have played some part, 
though the former also reflects a fall in the Treasury bill 
holding and the latter the contraction in forward 
exchange commitments resulting from exchange con- 
trol. Advances, on the other hand, show an increase 
of £732,000 to £28,105,000, while the slight fall in 
earnings is more than accounted for by the increased 
tax liability. The strength of the position is even more 
impressive when it is remembered that at the balance- 
sheet date the gilt-edged market was only just beginning 
to thaw out and that a balance sheet struck at the present 
time would probably show an appreciable expansion all 
round. The acquisition of Glyn Mills is reflected in an 
increase in the capital to £4,250,000, and the report 
explains that the premium on the issue of £469,808 of 
stock (which, together with an unspecified cash payment, 
represented the consideration paid for Glyn Mills stock) 
has been utilized in writing down the value of the Glyn 
Mills stock—booked at £2,800,000—and in adding to the 
inner reserves of the bank. 


Gilbart Lectures 


Owing to its evacuation to Bristol, King’s College will be unable this 
year to make arrangements for the annual Gilbart Banking Lectures. 
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- The Keynes Plan—and a 


Variation 


By W. Manning Dacey ; 
Tits is a popular misconception that we can win 





this war without any sacrifices worth speaking 
about. It is this delusion which accounts for the 

blank incomprehension that underlies most of the 
criticism of Mr. Keynes’ plan for compulsory saving. 
This it is which accounts also for the antagonism with 
which the scheme has been received by the political repre- 
sentatives of rich and poor alike, as contrasted with the 
universal relief and approval which has greeted the 
Chancellor’s choice of a further run of credit expansion, 
mitigated (but certainly not prevented) by the collection 
of savings from the small investor. On all sides, people 
who should know better have fallen into the trap of 
thinking that Mr. Keynes’ scheme would itself impose 
sacrifices, instead of being simply and solely a means of 
ensuring that sacrifices which will be inflicted upon us in 
any case shall not be complicated and intensified by the 
evils of inflation. Such a mistake could arise only from 
a failure to grasp the simple monetary premise on which 
the whole argument for Mr. Keynes’ scheme is based. 
In its crudest terms this premise is that if large numbers 
of workers are taken away from making butter and set 
to work making guns there will be less butter to go round 
—butter, of course, standing for everything which enters 
into our daily consumption needs, and guns for every- 
thing involved directly or indirectly in the work of 
defence (which naturally includes the job of firing off 
guns as well as making them). Unless spending is re- 
duced in the same proportion as the output of butter has 
fallen, the price of butter, only too obviously, will rise— 
which means that the cost of living will go up and we shall 
be in the midst of an inflation. But let it be noted that 
the curtailment of spending does not itself involve any 
fresh sacrifice at all. The restriction of consumption is 
already implicit in the fall in the output of consumption 
goods and once this has occurred is inescapable.* Spend- 
ing on the previous level cannot increase the collective 
* With very minor qualifications. Bidding up prices may induce 
holders to release accumulated stocks of goods, but this only means 


that present consumption is increased at the expense of future con- 
sumption—there is no gain over a period. 
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consumption of the community by one iota, just as saving 
will not reduce it. Collectively, the decision to spend or 
save (when the size of consumption goods output is con- 
trolled by other factors) affects nothing whatever but the 
level of prices. 

Mr. Keynes’ plan, then, is nothing but a purely 
financial device to prevent prices from rising. The plan 
is that people should receive in cash only that part of their 
incomes which they may safely spend without driving up 
prices. The remainder would be taken by the Govern- 
ment, partly as taxes and partly as compulsory savings. 
The latter portion would be credited as deposits with the 
Post Office Savings Bank, bearing interest at 24 per cent. 
but blocked “ for the duration,” so that they would not be 
available for current expenditure or as security for loans. 
After the war, as resources are released once again from 
the arms sector for work on production, the deposits 
would be unblocked and made freely available to the 
holder, probably by a series of instalments. As examples 
of the amounts which might be taken in the form of this 
levy, Mr. Keynes suggests that the minimum income 
which would escape the deduction might be 35s. a week 
for an unmarried and 45s. for a married man. An un- 
married man with 40s. a week would contribute Is. a 
week, rising to 3s. a week on an income of 50s.a week. A 
married man with two children and earning £5 a week 
(who pays no income tax) would be compelled to save 
1os.a week. At £500 the savings levy would be £77 Ios. 
(against income tax of £27 Ios.), and at £1,000 it would 
be £107 Ios. (tax £180). On an income of just over 
£200,000, £13,000 would be taken as taxes and only 
£3,000 credited as savings deposits.* It may be noted 

* The original proposals suggested a basic scale of deductions (for 
tax and savings together) varying from 20 per cent. of the excess over 
the free minimum on incomes up to £150 up to 80 per cent. of the 
excess in respect of incomes over £20,000. In a subsequent article 
Mr. Keynes suggested that it might be simpler and more intelligible 
to leave the element of progression to the income tax, and to make the 
savings levy a steady 15 per cent. (or 3s. in the £) on all incomes 
exceeding {5 a week up to the surtax limit, with substantial conces- 
sions for incomes below {£5 a week, depending on family status, but 
with all family allowances for incomes in excess of £5 a week given 
through the income tax. Above the surtax limit, he points out, the 
savings levy could not be maintained at 15 per cent. without raising 
the percentage including tax to an intolerable level (it would become 
974 per cent. altogether on the highest incomes); and it might, there- 
fore, be preferable to deal with the surtax class entirely by tax. 
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that the savings levy would be reduced by the extent that 
a person was already saving in the form of pre-war 
commitments of a capital nature, such as instalments to a 
building society, or for hire-purchase or to meet insurance 
premiums; and provision would be made, as in this year’s 
Finance Act, for relief where incomes had fallen substan- 
tially below the pre-war level. 


That is the scheme in broad outline. As Mr. Keynes 
himself points out, it is no more than an alternative to 
taxation as a means of reducing the consumption expen- 
diture of the working class—and if consumption is to 
decline all round, the smaller incomes must bear their 
share, since the consumption of those with £250 or less 
accounts for three-fifths of the whole. The central advan- 
tage claimed for the plan—and it is an immensely 
valuable one from the social and political points of view— 
is that (unlike taxation and 4 fortiori inflation) it would 
give the working class a tangible, if deferred, reward for 
the additional efforts responsible for their increased in- 
comes. However, it is not proposed here to discuss in 
detail this aspect of the plan; nor the detailed provisions 
(such as the proposed scale and the administrative 
problems of deduction at source) around which the more 
intelligent discussion has, for the most part, quite rightly 
centred. The vital question on which opinions seem still 
divided is whether the compulsory element is desirable 
and necessary. 


It should be obvious that the answer to this question 
depends entirely on the order of magnitude of the neces- 
sary cut in consumption. Unfortunately, Mr. Keynes 
has done a certain disservice to his own scheme by 
suggesting that the present rate of Government expendi- 
ture of roughly £2,500 million a year may be compatible 
with the maintenance of something not much worse than 
the pre-war standard of working-class consumption. The 
implication apparently is that the expansion in war effort 
might be provided out of a reduction in unemployment 
and the attraction of women workers out of the home into 
the factory, so that there need be no substantial decrease 
in consumption goods output. Even in this case, of 
course, there would have to be a curtailment of expendi- 
ture equal to the additional incomes created, but a curtail- 
ment on this minor scale would not call for exceptional 
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methods of compulsion. If there were no need substan- 
tially to reduce the standard of living, there is no reason 
to suppose that the requisite increase in savings could not 
be induced by borrowing of the normal type and at 
normal rates of interest. 


Unfortunately, the idea that consumption might be 
maintained in a war such as the present one seems hope- 
lessly unrealistic. Mr. Keynes himself points out that 
“any further increase towards our maximum war effort 
must be at the expense of pre-war standards of consump- 
tion.” Others have suggested that whereas the State 
was taking, before intensive re-armament began, about 
one-fifth of the national income, it may be taking by the 
end of the war as much as three-fifths, in which case pre- 
war standards of consumption might have to be nearly 
halved. Certainly, this is scarcely any greater an exag- 
geration than to suggest that consumption might not have 
to be reduced at all. It is when a massive cut in con- 
sumption is in question that the virtue of Mr. Keynes’ 
proposal is seen. As has already been shown, saving does 
not involve any real sacrifice if the physical supply of 
consumption goods is in any case rigidly limited. And if 
the supply is not limited to the extent required to maxi- 
mize our war effort, the Government will have failed in its 
duty. It is for the Government to see that it secures the 
resources it needs for defence, which means that it must 
effect in some way or another the necessary curtailment 
of consumption. It is a secondary issue whether this is 
done by direct means (cutting down imports, diverting 
supplies to the export market, rationing basic consump- 
tion goods and the raw materials for inessentials), by 
taxation and genuine borrowing, or—in default of any 
better means—by inflation. But for all that, each indivi- 
dual will have the illusion that by saving he is curtailing 
consumption. 


Is an increase in voluntary savings on a really 
thumping scale likely, in this case, to be brought about 
by the normal inducements? With all respect to Sir 
John’s new Savings Certificates and Baby Bonds, one 
would think not. By pre-war standards the response to 
these offers will doubtless be magnificent, for the terms 
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are extremely attractive. Yet the most optimistic esti- 
mates of the amounts which may be subscribed seem 
trifling by comparison with the prospective expenditure 
on the war. If people are suffering serious deprivations, 
it will take more than 3 per cent. to induce them to save a 
substantial proportion of their incomes. Saving may 
not in fact involve abstinence, but the individual saver 
thinks it does; and if he is already feeling the pinch, he 
will expect a proportionately high return for his supposed 
sacrifice. 

It is here that the overwhelming case for compulsion 
comes in. Itis curious that Mr. Keynes should not have 
pointed out more explicitly that his scheme is as much a 
plan to prevent interest rates from rising as to prevent 
prices from rising. Would it perhaps be slightly incon- 
gruous for an economist who has been insisting for years 
that interest is merely the reward for sacrificing liquidity 
to turn round and insist that it can also be a reward for 
abstinence? Yet liquidity-preference as a determinant of 
interest rates belongs essentially to the pre-war era of 
plenty—plenty of consumption goods and plenty of un- 
employed to produce more consumption goods if a 
sensible credit policy is followed. Even today, the rate 
of interest which has to be paid to large institutional 
investors is determined largely by liquidity factors. But 
when it is a question of saving as an alternative to con- 
sumption the despised classical school comes into its own. 
The creation of liquid assets as a means of reducing 
interest rates can then be relied upon only if spending 
is already controlled by the direct methods. Surely it 
should be evident (unless we are all very much mistaken 
about the magnitude of our proposed war effort) that, on 
the one hand, voluntary savings cannot hope to be 
adequate to the task involved; while, on the other hand, 
compulsory saving is no more than a piece of communal 
organization on all fours with the rule of the road which 
tells us all to drive on the left. But if we are to rely on 
voluntary savings, as for a time perhaps we safely can, 
let us not “appeal” for savings with tears in our eyes 
and thus tacitly foster the great illusion that the saver is 
making terrible sacrifices. Let us, on the contrary, insist 
with all the force and eloquence at our command that 
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saving is unadulterated gain, since the saver suffers no 
loss of consumption in the present and can increase his 
consumption in the future. Let us make it clear that by 
refusing to save we place ourselves in the identical posi- 
tion of the food hoarder who makes rationing a necessity 
for the protection of his fellows. Let us even exploit the 
monetary illusion by pointing out that if the working man 
saves enough he will pay less for his beer—without 
emphasizing too strongly that this does not mean he will 
get any more of it. 

While the present writer is satisfied that the ultimate 
choice may lie between forced loans and inflation or 
soaring interest rates, it may be that some improvement 
might be possible in the detail of Mr. Keynes’ plan. One 
alternative in particular seems worthy of consideration. 
As an objection to Mr. Keynes’ proposals it has been 
urged that to secure the gradual release of the accumu- 
lated blocked deposits after a prolonged war might not 
be politically feasible. Even if it were possible by legal 
devices to prevent the pledging of the blocked spending 
power on hire-purchase, or the discount of the deposits 
at penal rates, a public weary of restraint might make it 
politically very difficult for the government to delay their 
official release. In particular, if factories and other 
capital equipment had been destroyed on a large scale, it 
might not be possible to dam up the demand for an 
immediate increase in consumption until an adequate 
amount of reconstruction had been undertaken. 
Certainly, accumulated deposits of some £1,200 million, 
which would result from a three years’ war, would not be 
easy to control. 

This problem, at any rate, would be solved if compul- 
sory insurance on the life of the income-earner were sub- 
stituted for compulsory saving. Premiums could be so 
adjusted that the net receipts to the State would not be 
greatly reduced by mortality during the war years, 
though it might be found preferable to postpone lump- 
sum payments until afterwards and pay out only an 
income during the war itself.* The release of the funds 








* The deciding factor, of course, is whether beneficiaries re- 
ceiving lump sums on maturing policies could be relied upon to treat 
them as capital and not attempt unduly to increase their consumption. 
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by maturity of the policies would necessarily be gradual, 
provided that sufficient deterrents were placed on sur- 
render or pledging (and these deterrents would not have 
the undesirable features of a high rate of interest to deter 
withdrawals of savings deposits). On other grounds also 
this alternative would have much to commend it. There 
is reason to think that an insurance policy for a com- 
paratively large sum would have a far greater appeal to 
the average worker than a comparatively small savings 
deposit yielding an insignificant sum in interest. No esti- 
mate can be given of the cover obtainable from the levy 
on the really small incomes, since the companies are re- 
luctant to quote for industrial policies to cover war risk, 
but it may be said roughly that at present the £26 p.a. of 
a £5 a week man aged 40 would purchase a policy for 
£750 and the £77 tos. of the £500 a year man a policy 
for £2,250. (A nation-wide scheme would, of course, 
present actuarial problems which this is not the place to 
discuss.) Whether it proved more popular or not, an 
insurance scheme of this kind would certainly be of 
immense social value. It is notorious that as a nation 
we are grossly under-insured. And one great advantage 
of an insurance policy is that it would relieve hardship 
precisely when hardship was likely to be greatest through 
the death of the breadwinner (who would presumably 
participate also if he had been transformed into a member 
of the fighting Services). If any such scheme were 
adopted it would, of course, be no more than a variant on 
the basic plan outlined by Mr. Keynes in the first detailed 
constructive proposal yet advanced for solving the 
problem of war finance. Mr. Keynes may yet win the 
gratitude of the working class whose political representa- 
tives have responded so coldly to his plans for their 
betterment. 
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Selling Controlled Exchange 
By an Exchange Manager 


TTENTION has been called in these pages and 
A elsewhere to the creaking mechanism of exchange 
control, and there is no doubt some justification 
for the criticisms that have been levelled against both 
policy and method. Whatever be the virtue of the oppo- 
sition’s case against the Control, I am sure that the 
authorities for their part have equally good cause to 
criticize, were they so minded, the methods of those 
entrusted as agents to perform the duties of dealing with 
the public. It does not need much investigation to dis- 
cover that the different authorized dealers are not all 
finding their difficulties equally tractable, and there is 
no doubt in my mind that the official dealers, whilst being 
well served on the whole, are aware of a certain uneven- 
ness in the degree of competence displayed by the Bank’s 
appointed agents. Consequently, it seems desirable to 
make a few suggestions as to the practical working of 
the foreign exchange trading side of the Defence Regula- 
tions; for I am sure that we cannot attempt to attain 
a uniform standard of efficiency until we have agreed 
upon certain principles of office procedure. 


(i) CONTROL OF SALE OF EXCHANGE 


At present, ten currencies are officially controlled, but 
the sale of all foreign exchange is permissible only after 
approval by an authorized dealer. This involves the 
setting-up of a committee, section, or department armed 
with all the necessary rules and precedents, which must 
be carefully tabulated and made accessible to all 
members of the “ approving ” committee. There should 
be a “chief of section,’ whose business it is to decide 
in cases of uncertainty, and co-operate with the Control. 
There should be a register of “ referred ” cases, and a dis- 
tinctive method of marking when a case is “ approved.” 

Where the authorized dealer has branches which nor- 
mally sell exchange, it is a matter of internal policy 
whether or not these branches should be permitted to 
“approve ” sales under the existing rules. Personally, 
I think the best method is to centralize all applications 
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for exchange at the chief Foreign Branch. If it is 
decided to allow other offices to approve, there seem to 
be very good grounds for requiring a final supervisory 
decision to rest with the Chief Foreign Branch, seeing 
that it is not practicable to provide every would-be 
“ selling ” branch with the powers of discrimination that 
experience and close contact with the Control officers 
gives to the committee in the Chief Foreign Branch. 

In practice, decentralization has been found to work 
quite well, provided the sales are reviewed by head 
office, who can guide the branch manager promptly if 
a transaction he has approved is “ doubtful.” 


(ii) E Forms 


The arrangement of this form might be improved, but 
as the format permits of enough space for essential 
information, the form may be considered adequate to 
fulfil the task for which it was designed. Whether or 
not a more appropriate form could have been devised 
is, after all, a matter of little importance, seeing that the 
existing one has now worked well enough for two months 
of war. Where possible, the applicant should be required 
to have the E Form completed in typescript. This makes 
for legibility and it is possible to take a carbon copy 
which can be filed—either by the customer applying 
for exchange or (preferably) by the branch manager— 
so that if an enquiry is made at a later date the subject 
matter can be gathered quickly by reference to the copy. 
Experience has already shown the value of this 
precaution. 


(iii) ROUTINE OF SELLING EXCHANGE 

The customer applying for one of the controlled 
currencies must hand in an E Form with a completed 
application for telegraphic or mail transfer or draft on 
the foreign town. (Usually, the bank’s own forms are 
required in addition to the E Form, as the bank must 
have some record of the transaction for book-keeping 
purposes, as well as the obvious necessity of evidence of 
authority to charge the customer’s account with the cost 
of the exchange sold.) 

The first step is, naturally, approval of the E Form. 
When duly provided with the distinctive marking, this 


0? 
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is passed to the appropriate officer for confirmation that 
the customer’s account will bear the cost of the transfer. 
The form then passes to the exchange trader to be 
marked with the rate, and the E Form is date-stamped 
under the day of entry on his record of exchange sold. 
Finally, the exchange is issued by the section or depart- 
ment whose normal business it is to arrange the transfer. 

The sequence of events here related isalmost incapable 
of variation, for : (a) no sales can be considered until 
the E Form is approved; (b) the exchange will not be 
sold in any case unless the customer can put up the 
countervalue in sterling; and (c) no issue of currency can 
take place until the dealer authorized to do so has 
recorded the amount for the purpose of advising the 
Control. Nevertheless, where branches are authorized 
to issue the drafts or transfers, the last step becomes the 
first, though it still remains necessary to circulate the 
form to the head office “approval” committee and to 
the dealer for a record of the amount to be reported as 
sold at the end of the day. 


(iv) BALANCING AND REPORTING SALES OF EXCHANGE 


The routine of selling controlled exchange as described 
herein achieves the maximum efficiency in practice. It 
is required of an authorized dealer that he shall under- 
take only “ approved ” sales, that is, operations authenti- 
cated by E Forms duly scrutinized and approved in 
accordance with existing Defence Regulations. By the 
routine outlined we ensure that as each deal is recorded 
the appropriate E Form is seen and date-stamped. The 
dealer should retain the E Form, because it constitutes 
his authority to deal. 

When the hour for closing the day’s work has arrived, 
the E Forms should be handed to a clerk for sorting 
into the various currencies, and machine totals taken 
of each currency. These should be compared with the 
totals of the various currencies recorded as sold on the 
dealers’ sheets, and, if the totals agree, the dealer can 
proceed to report to the Control what he has done that 
day. There need be no delay in submitting E Forms, 
since these are in effect “ balanced” as to amount on the 


day of the deal. 
It is desirable that the number of the form should be 
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inserted on the dealer’s sheet, either at the time of re- 
cording the deal or immediately thereafter, to act as a 
means of cross-reference in case of a query. 


(v) INTERNAL CONTROL 


In a large institution there is every reason for devising 
an adequate system of counter-check, and the foregoing 
explanations would be incomplete without a few words 
on this important matter. The need is for verification 
of the sales and the authority to sell, and this implies a 
check on the ledger postings and on the validity and 
total of the E Forms. 

Nowit isself-evident that the E Form check is a matter 
for the Control, in the first place, because the authorized 
dealer is obliged to satisfy the Control that he has 
obtained E Forms covering the amounts sold, and 
secondly because the Control itself scrutinizes each form 
to ensure that the approval given by the dealer complies 
with the Regulations. This independent check makes it 
unnecessary for anything further to be done by the 
operating bank. 

However, the problem of book-keeping verification 
is decidedly a domestic matter which must be tackled 
thoroughly. Simple methods are always best in such 
cases, and the system adopted by one authorized dealer 
is commended on these grounds. Briefly, it is this: The 
deals are ‘‘ booked ” by the dealers with only a very bare 
description of the item as follows: 


Sold to: E Form No: Amount Rate Sterling, including 
commission 
Leeds Branch Yo4o621 $149.21 4.02 £37 3 4 
J. Brown, Ltd. X711049 $221.10 4.02 £55 7 5 


(The sterling is not entered by the dealer at the time 
of recording the item, but is inserted by the checking 
staff later.) 

After issue of the exchange, the vouchers are posted 
in the various ledger accounts. They are then collected 
by the checking staff, who call them over with the register 
of deals compiled by the dealers, and, at the time of 
“calling,” the sterling cost is inserted from these 
vouchers. A total is taken of this sterling, and the cost 
of the currency as recorded by the dealer is checked. 
Next, the amount charged to the Control is agreed, for 
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as the Control takes the dollars, etc., at a rate imposed 
upon the dealer, only one conversion operation is 
necessary to prove the arithmetical accuracy of the 
sterling amount involved. This should agree, subject to 
commission, with the amounts charged to customers (i.e. 
the total of the sterling items just written into the column 
on the dealing sheet.) 

A complete description of routine is possible in this 
brief article only because the book-keeping requirements 
are essentially simple. That this is so must be counted 
as a strong point in favour of this country’s Control regu- 
lations, as anyone who has seen the operation of 
Exchange Control abroad will certainly testify. In the 
circumstances, each authorized dealer would do well to 
demonstrate his competence to perform an easy exer- 
cise in elementary book-keeping. For exchange dealing 
= the present system demands nothing more than 
that. 





Attack Germany’s Insurance 
Business ! 


HE Ministry of Economic Warfare has undoubtedly 
attained a commendable degree of proficiency in 
its contraband control—no less than 441,000 tons 

of goods were detained in the first eleven weeks of war— 
but it would seem that this success has been achieved at 
the price of almost exclusive concentration upon this 
particular weapon in our economic armoury. It was only 
after Germany flouted all the rules of naval warfare by 
strewing her mines without warning in the path of neutral 
shipping that we even extended our blockade, as in the 
last war, to German exports. Other weapons still remain 
unforged, or at least unused. So much appears to be 
admitted by the Minister in charge of the department, 
who said in an interview given to the Sunday Times :— 

‘* In the long run, I look for a wider scope of action. I visualize 
Germany being placed in a kind of economic Coventry. This means 
cutting off her trade in all directions. . . . In fact, economic warfare 
has a far wider scope than the mere enforcement of contraband 
control.”’ 

The public may be forgiven if it becomes impatient 
at talk about the “long run” and action which is 
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merely “visualized,” and if it fails to understand why 
little or nothing beyond contraband control is at present 
being done to engage our adversary on the trading and 
commercial front. An outstanding example is provided 
by the case of insurance, where the failure to adopt 
vigorous methods of combating the enemy is the more 
disappointing because of the international significance of 
the business. As is well known, German interests in 
insurance outside the Reich are of considerable import- 
ance. The largest reinsurance company in the world is 
a German concern, the Munich Reinsurance Company. 
There are a great number of other large companies 
contracting foreign reinsurance, either as specialists or 
as a part of their general business. The Germans have, 
in fact, developed reinsurance to such an extent that it 
provides not only an appreciable part of their revenue 
from foreign sources but is also an important element in 
maintaining German commercial prestige in many 
neutral countries. Its financial significance may perhaps 
be judged from the fact that, practically alone among 
German trading concerns, reinsurance companies were 
to a considerable extent exempt from the prohibition on 
the export of funds. Obviously, this exemption was only 
granted them because the balance of advantage lay with 
the Reich : in other words, the insurance plus reinsurance 
account with foreign countries was positive. 

While Germany’s interests in the international insur- 
ance business are thus of considerable value to her, those 
of Great Britain are no less vital a part of her oversea 
commerce. Indeed, the two countries that are now 
enemies in a military sense may be said to have been 
rivals in the world insurance (or at least reinsurance) 
market long before the war. No authoritative estimate 
has ever been published of the credit contribution made 
by British insurance and reinsurance in foreign parts to 
the balance of payments, but the item of about £30 
million for commissions, etc., shown by the Board of 
Trade in its annual estimates of the balance of payments 
may include anything up to £10 million on insurance and 
reinsurance account. That figure at least was estimated 
privately as the probable contribution from this source 
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in a good year—from foreign branches, agencies and 
affiliations of British companies, from reinsurance 
treaties with foreign companies and from the business of 
Lloyds’ underwriters. In addition, the balance on insur- 
ance and reinsurance account of the Dominions has to 
be added in arriving at the total for the Commonwealth, 
and in view of Canada’s substantial favourable balance 
the net figure is probably positive. The French balance 
also is a credit one, and the unification and co-ordination 
of economic policy with our French allies might well be 
extended to include insurance within its scope. 

Thus foreign insurance and reinsurance business is 
an important element among the Allied invisible exports, 
and therefore demands sedulous efforts for its main- 
tenance and growth, the more so as it is exposed to 
German attack. On the other hand, Germany would be 
extremely vulnerable to attack in this sphere, given the 
generally unsatisfactory nature of her finances, which 
may sooner or later react upon those doing reinsurance 
business with her—as they well know. 

There is thus the strongest case for engaging Germany 
in this particular field and the strongest reasons for 
believing that any measures taken would meet with 
absolute success. It may be impolitic at this stage to 
detail all the measures which might be taken to this end, 
but examples have already been supplied by the 
Germans. Backed by a formidable array of the best 
technical advice within the Reich on this particular 
subject, they have been much faster in taking action 
than we. 

Economic warfare. as here understood, has to be 
waged by two organs, which, to adapt the division made 
by Sir William Beveridge recently, may be called the 
organ of intelligence and the organ of action respectively. 
So far as intelligence is concerned, the line of approach 
is plain. It is necessary to obtain the closest co-operation 
of the insurance companies and Llovds’ underwriters— 
and it would certainly be most readily forthcoming—in 
the collection of data under the following heads :— 

t. Direct fire, accident and life insurance business: 
(a) transacted by the companies of Greater Germany in 
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neutral countries and by such neutral countries in 
Greater Germany; (6) similar figures for the United 
Kingdom and Ailies, shown separately by countries. It 
may be necessary to make an even closer investigation 
into the possible German affiliations or connections of 
companies in certain countries than has already been 
made in the compilation of a “black” list of suspect 
concerns. 

2. The reinsurance business of: (a) Greater Germany 
obtained from and ceded to the neutral countries in the 
various branches shown separately according to origin 
and; (b) similar statistics for Britain and the Allies. 

3. Statistics of marine insurances underwritten by: 
(a) German insurance interests; (b) British and Allied 
underwriters and companies; (c) neutrals. 

What would be the main tasks of the agenda of the 
“organ of action ” in this particular branch of economic 
warfare? 

They may be set out as follows :— 


(1) To encourage direct insurance business by co- 
operative effort among the companies and Lloyds’ 
underwriters, with the general support of the British 
Government. It may not be generally known how rates 
are frequently cut simply by reason of excessive com- 
petition among British companies and underwriters, 
thus depriving the national business as a whole of 
premium income. On the other hand, it might some- 
times be necessary to aid British insurers in quoting 
lower premiums than the Germans, and it would be false 
economy to blink at financial assistance from the State 
if it secured the desired results. 

(2) As an emergency measure, the fostering of co- 
ordinated working by insurers in the foreign field— 
which could yield substantial economies. 

(3) The cultivation of profitable reinsurance business 
at present finding its way directly or indirectly to the 
Third Reich. ‘The British business which before the war 
was ceded by way of reinsurance to Germany and which, 
therefore, is now available, would provide excellent 
material to support an offer of reciprocity. Here again, 
some measure of official financial support might well be 
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justified, but there can be little doubt that much could 
be accomplished simply by a co-ordinated and energetic 
drive for business. 

(4) Support for marine insurance in foreign countries, 
coupled with the encouragement via the marine insur- 
ance market of neutral and British shipping to and from 
the United Kingdom. 

These are only some of the items on the proposed 
agenda, and it may not be desirable to give public 
expression to others which would find a place there. 

It cannot be doubted that warfare on the lines 
suggested would reap financial and economic advantages 
for the Allies without necessitating any undesirable 
restriction or “control” on British and Allied insurance 
interests—rather the reverse, since they, as well as the 
State, would gain financially from the measures 


proposed. 


The ‘*‘ Navicert ’’ System 


The Ministry of Economic Warfare is instituting the ‘‘ Navicert ”’ 
system in the near future to assist bona fide trade between neutral 
eountries. This system will be made available in the first instance 
between the United States of America and certain neutral countries 
adjacent to Germany. It is hoped that the system will be extended 
ultimately to cover a large proportion of the trade between overseas 
neutrals and adjacent neutrals. Navicerts may be described as 
‘“* commercial passports ’’ in respect of consignments which have been 
approved by His Majesty’s Representative before shipment from the 
country of origin. This system was applied during the last war, and 
proved successful, many neutral shippers taking advantage of the 
facilities this system accorded. 

Goods covered by navicerts will receive favoured treatment at 
Contraband Control Bases, and ships the whole of whose cargo is 
covered by navicerts will be subject to the minimum of delay. 

Shippers in the United States who desire to avail themselves of the 
convenience of navicerts should furnish His Majesty’s Representatives 
with details of the goods they desire to export, their nature and 
quantity, country of destination and the name and address of con- 
signee, or, as soon as available, the name of the vessel in which the 
goods are to be shipped and the date of shipment. Application forms 
will be obtainable from His Majesty’s Embassy or Consulates and 
should be submitted to them when completed. 
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Why We must Stop German 
Exports 


By Paul Einzig 


N November 21 Mr. Chamberlain announced in the 
() House of Commons that, as a reprisal for the viola- 
tion of rules of International Law by Germany, 
exports of goods of German origin or ownership will 
henceforth be seized by the British blockade authorities. 
Since most people in this country took it for granted that 
the blockade had been applied from the very outset 
against German exports as well as imports, this statement 
caused some surprise. It was popularly believed, not 
only among the general public, but even among usually 
well-informed people, that our naval blockade had been 
stopping effectively the whole of Germany’s overseas 
trade. Very few people were aware that, while this is sub- 
stantially correct as regards Germany’s import trade, it is 
far from being correct regarding Germany’s export trade. 
Up to the Prime Minister’s announcement the blockade 
confined itself to preventing the import into Germany of 
goods on the contraband list. German exports, provided 
that they were carried in neutral ships from neutral ports, 
were not interfered with. Even though occasionally out- 
going neutral ships were searched and German nationals 
on board were arrested, the ships’ cargoes were not 
examined from the point of view of whether any part was 
of German origin. This meant that Germany was in a 
position to continue her export trade to overseas coun- 
tries through the intermediary of neutral countries. 
Although. no figures are available, it seems reasonable, 
judging by the increase of shipping from certain neutral 
countries to Latin-America, to assume that Germany had 
made good use of the absence of any restrictions upon 
her exports. 

Even among those who were aware of this fact there 
were only very few who realized its full implications. The 
majority adopted the superficial view that it did not 
matter very much if Germany was allowed to export so 
long as she was not allowed to use the proceeds of her 
exports for importing commodities from overseas. 
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Indeed, in certain influential quarters it was even 
suggested that the more goods Germany ships abroad 
the better, since by exporting overseas without being 
able to import anything in return she squanders her 
valuable raw material and labour resources. 

In reality, there are many ways in which Germany 
stands to benefit by her exports overseas. Even if it were 
true that the naval blockade prevents her from increasing 
her imports, she would be able to find ample useful 
employment for the proceeds of her exports. She could 
spend money on pro-German and anti-British propa- 
ganda; or she could set up subversive movements to 
undermine and overthrow Governments friendly to the 
Allies; or she could strengthen the economic and political 
hands of the local German and Nazi colonies in various 
countries; or she could buy stores for the use of U-boats 
and commerce raiders. 

Actually Germany was in a position to increase her 
imports of necessary raw materials as a result of her 
exports to overseas countries. To a limited extent she was 
able to circumvent the blockade by importing overseas 
products through the intermediary of neutral countries. 
Were she not in a position to pay for such imports by 
means of exports overseas, no neutral country would 
think of re-exporting to Germany against payment in 
blocked marks goods from overseas for which they had 
to pay free currencies. As it was, however, the neutral 
countries stood to lose no free exchange by the trans- 
actions and could make a good intermediary profit. 
Admittedly, the extent to which imports can slip through 
the blockade, thanks to this practice, is limited owing to 
the system of rationing the imports of neutral countries. 
Nevertheless, it is an inescapable fact that Germany was 
able to secure a by no means negligible quantity of 
overseas products which she could not have obtained 
were it not for her exports overseas. 

What is perhaps much more important is that, thanks 
to her overseas exports, Germany was able to increase her 
raw material imports from contiguous countries. Most 
of the Continental countries are unwilling to sell to 
Germany against blocked marks. If, however, Germany 
is in a position to offer dollars in part payment for the 
raw materials purchased, then they may be tempted to 
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increase their sales to her. Germany was able to acquire 
dollars either by exporting to the United States or by 
exporting to countries with exchange restrictions such as 
Brazil and selling the products of these countries to 
the United States. Alternatively, Germany could offer 
overseas products to Continental countries in return for 
an increase of their sales of raw materials. For instance, 
if Jugoslavia should refuse to sell timber or metals to 
Germany against blocked marks, she might be willing to 
sell for payment in the form of cotton, coffee, etc. It is, 
therefore, evident that the net result of Germany’s 
exports overseas would be an increase of her raw material 
imports whether from overseas or from contiguous 
countries. 

The possibility of acquiring overseas products by 
means of exporting overseas was to play an important 
part in Germany’s “ Continental blockade ” against Great 
Britain. Without that possibility the whole scheme will 
obviously be foredoomed to failure from the start, for 
Germany will not be in a position to compensate the 
Continental countries to any extent for the loss of their 
trade with Great Britain. For instance, Germany is not 
in a position to supply Sweden with any of the raw 
materials which that country requires, with the excep- 
tion of coal. In such circumstances Germany is unable 
to put forward any proposals to Sweden unless she can 
secure, with the proceeds of her own overseas exports, 
the various raw materials which Sweden needs. This 
does not mean to suggest that even so Sweden would be 
likely to accept any such proposals. But as Germany is 
no longer in a position to offer any overseas products, 
such proposals as she might put forward would stand 
absolutely no chance of being accepted, either by Sweden 
or by any other Continental country. 

In the light of the above considerations the paramount 
importance of stopping German exports overseas is 
evident. Thanks to our control of the seas this will be 
quite feasible. Nor will it even present any undue 
difficulties. Indeed, it is easier to prove the German 
origin of goods carried on neutral vessels than the 
German destination of such goods, so that the technical 
problem of extending the blockade over exports is quite 
capable of solution. Those who objected to the 
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blockade did so mainly on legal grounds or on political 
grounds. An international regulation points out that 
blockade can only be applied against contraband, and 
outgoing goods cannot be regarded as contraband. To 
this there is a perfect answer. Since the German U-boats 
sink outgoing as well as incoming ships, there is no 
reason why the British naval blockade should dis- 
criminate between incoming and outgoing German 
consignments. The unrestricted submarine warfare 
provided ample moral justification for applying the 
blockade to German exports even before Germany 
resorted to her latest violation of international law by the 
unlawful laying of mines. German exports were in fact 
stopped during the last war from 1916 onwards in retalia- 
tion for Germany’s breaches of international law. It was 
also done during the Napoleonic Wars, when we retorted 
to Napoleon’s Centinental blockade by making it com- 
pulsory for outgoing neutral vessels, as well as those 
homeward bound, to ca!l at a British port. 

Political objections to the extension of the blockade 
over German exports were due to concern over the 
reaction in neutral countries to such a move. This is, 
however, a much iess important problem to-day than it 
was during the last war, when the United States was 
inclined to insist rigidly upon the freedom of the seas. 
To-day the United States Government has forbidden 
American ships to approach European waters. Con- 
sequently no complications could possibly arise between 
London and Washington out of an extension of the 
blockade, and America has in fact expressed her 
approval of our action. Nor is Italy likely to take an 
unduly grave view of such an extension, since the 
question is, after all, by no means of vital importance 
to her. As for Russia, there is no reason to suppose 
that any of the German exports overseas are taken 
through Russian ports. The only neutrals which have 
cause to raise objections are those which have reason to 
fear German aggression and are very anxious not to 
provide the excuse for such aggression. In reality, 
whether or not Germany will invade Holland or Belgium 
or other neutral countries depends upon whether she 
considers that the time has arrived for the attack. If so, 
Germany can be relied upon to find ample excuses, 
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irrespective of the attitude of neutral countries towards 
the blockade. As for neutral trading interests, it is only 
intermediary profits which are at stake, for no sensible 
merchant would risk ruin by buying German goods 
outright and risking their seizure on the high seas. And 
it has already been pointed out that the sooner Germany 
is defeated the better for the neutrals it will be, for (apart 
from the ultimate threat of aggression) Germany’s 
dastardly methods of warfare involve more than a mere 
threat to traders’ profits. They mean the destruction of 
neutral lives and neutral ships. 


Economics of Russia’s Baltic 
Drive 


HATEVER the ultimate aims of Russia’s present 
\X/ policy may be, it is certain that Germany’s 
“Thrust to the East” has suffered a definite 
check and that the far-reaching plans for establishing a 
system of “complementary economy” (Verbundwirt- 
schaft) in North-Eastern Europe after the pattern of the 
German-Roumanian trade agreement have been frus- 
trated. The virtual incorporation of the three Baltic 
States into Russia restores the former position in the 
Baltic. On the one hand, these three States are now re- 
united to their natural market, while on the other hand 
Russia now possesses once again ice-free ports in the 
Baltic. Thus Russia’s position as a Baltic Power has been 
enormously strengthened, and naturally at the expense 
of Germany, the only rival great Power in the Baltic. 
While this in itself would effectively hamper any German 
ambitions in the East, there is in the repatriation of 
Germany minorities a further reason why Germany will 
find it extremely difficult to revive her old Eastern policy. 
For the moment this repatriation move may yield a 
useful gain in foreign exchange, but in the longer run 
Germany may come to regret it, since these German 
minorities were always willing participants and a useful 
lever in the futherance of German ambitions. 
The German “ Drang Nach Osten” was designed to 
relieve her from the threats of a British blockade. Russia’s 
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move has completely changed the situation to Ger- 
many’s disadvantage. It is possible that Russia herself 
will make some attempts to expand trade with Germany, 
but the resulting position is that Germany is now at 
Russia’s mercy for the supply of many vital materials, 

For example, the timber deficit led to continuous 
friction in the carrying out of the Four-Year Plan 
schemes. If Russia obtains control of Finland’s forests, 
Germany will only be able to draw upon them by paying 
with the industrial goods needed by Russia, which means 
that labour and materials must be diverted from arma- 
ments production. A more important weakness in Ger- 
many’s position is the fact that Russia now controls the 
shipping routes followed by Swedish iron ore exports to 
Germany. For the German war machine, the continua- 
tion of Swedish iron ore supplies is vital. Even in peace- 
time Germany was dependent on imported iron ore for 
three-quarters of her requirements, and this in spite of 
the increased utilization of low-grade domestic ore. Im- 
ports last year totalled 22,000,000 tons. Of this about 
40 per cent. (derived from France, Spain and overseas) 
are cut off entirely. Another 40 per cent.—about 
9,000,000 tons—came from Sweden. Two-thirds of the 
Swedish shipments were normally sent by way of 
Norway and the North Sea, in which the British 
blockade is operative. Only one-third came through 
the Baltic, mostly from the Gulf of Bothnia, which 
is now not only under Russian control but also ice- 
bound for several months. This will make it diffi- 
cult to increase supplies by this route. Of total 
Swedish iron ore exports, which were 12.5 million tons 
last year, Great Britain took only 1.5 million tons on 
account of the high phosphorous content of the Swedish 
ore, to which the British technique is not adapted. By 
contrast, Germany would find it impossible to dispense 
with Swedish ore, in spite of the transport difficulties 
already mentioned and her doubtful ability to pay for 
them. 

Similarly, trade with the smaller Baltic countries now 
dominated by Russia is of considerable importance to 
Germany and of very little to this country. Our trade 
with these Baltic States is at present cut off, but this trade 
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played only a small part in the total trade of the country. 
Of total British imports, amounting to £902,000,000, only 
£9.5 million—or a bare I per cent—came from the three 
Baltic countries together. These supplies can easily be 
replaced from other sources. The most important export 
articles of the Baltic States are dairy products, bacon, 
flax and timber. Even though the bulk of the timber 
exports went to this country, the world’s principal market, 
it will be seen from the table that Estonia, Latvia and 
Lithuania together supplied us with only £1,817,000 


Main U.K. Imports FROM BALTIC: 


(1938) 
BUTTER Bacon MEAT 
£000 £000 £000 
From From From 
Estonia - 883 Estonia - 182 Latvia i 165 
Latvia .. 1,597 Latvia ee 162 Lithuania .. 870 
Lithuania .. 1,085 Lithuania... 816 Poland .. 2,462 
Poland és 929 Poland .. 1,968 Sweden s+ 43,300 
Finland .. 1,057 Denmark  .. 15,940 Denmark .. 16,260 
Sweden -- 1,523 All countries 30,921 All countries 90,695 
Denmark .. 12,964 
All countries 50,835 
Woop AND TIMBER PAPER-MAKING FLAx 
£000 MATERIALS £000 
£000 
From From From 
Estonia si 285 Estonia sts 217 Estonia a 152 
Latvia .. 1,532 Lithuania .. 162 Latvia .. 536 
Poland .. 3,669 Finland .. 5,441 Belgium -. 2688 
Finland .. 8,236 Sweden -- 5,032 Allcountries 3,362 
Sweden -. 5,947 Norway ss 2.2826 
Norway . 593 ~All countries 16,045 


All countries 42,900 


worth of timber out of a total import of £42,900,000. Only 
£3,505,000 of butter out of total imports valued at 
£50,835,000 was derived from these countries, which 
supplied insignificant proportions of our total require- 
ments of other commodities. There are no mineral re- 
sources in the Baltic States apart from some oil shale in 
Estonia which was developed with German assistance in 
the last decade. Production of crude oil rose from 11,000 
tons in 1929 to 140,000 tons in 1938, but the latter figure 
R 
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is insignificant even in comparison with Germany’s 
peace-time requirements. The share of Great Britain 
and Germany together in the foreign trade of the Baltic 
States, as will be seen from the table below, was more than 
50 per cent. In 1938 Great Britain took the first place in 


THE SHARE OF GREAT BRITAIN AND GERMANY IN THE TRADE OF THE 
BALTIC COUNTRIES (1938) 


Lithuania Latvia Estonia 
Imports Exports Imports Exports Imports Exports 
% % % % % % 
U.K. i 30.9 39.4 19.1 41.8 17.9 34.0 
Germany - 24.5 26.8 38.9 33-5 31.1 31.2 


the trade of Lithuania and Estonia, the second in the 
trade of Latvia. However, it is clear that the economic 
consequences of the Russian advance are of no great 
importance for this country. Owing to the German con- 
trol of the entrance to the Baltic, the Baltic States and 
Finland had in any case to look to Russia in wartime as 
an alternative source of vital materials, such as coal (of 
which Finland normally took 70 per cent. of her require- 
ments from Great Britain) and petrol. It is true that the 
global share of the Baltic States in Germany’s trade was 
not much higher than in Britain’s, since they supplied 
Germany with only R.91,000,000 out of her total imports 
of R.6,052,000,000. But from Germany’s point of view 
the individual products contained in these imports 
acquire great importance in wartime owing to the ease 
of transport and to Germany’s lack of timber and dairy 
products. Last year Germany’s butter imports totalled 
92,000 tons. The total exports of the Baltic States were 
60,000 tons, which it was hoped to divert entirely to Ger- 
many. Now Germany is dependent on Russia’s good- 
will in this region for these supplies, as for supplies of 
many other of her vital imports. And for that goodwill 
Russia is likely to exact a stiff price. 





Insurance in Wartime 
By Leo T. Little 


I._LIFE ASSURANCE PROSPECTS. 


HE revolutionary change in conditions due to the 
outbreak of war must naturally be the chief factor 
to be taken into account in any estimate of insur- 
ance prospects at the present time. In the Life Depart- 
ment, even more than in the other branches, war means 
a fundamental change in operating conditions, raising as 
it does difficult questions affecting the company’s 
accumulating funds, their current investment, their 
premium income and liabilities to policy holders. This 
being so, no simple or precise answer can be given to the 
question of how life assurance will be affected by the 
war, but it is possible to point to some of the probable 
developments indicated by present trends. 

The vital statistics upon which actuaries normally 
base their calculations do not allow for the nations 
trafficking in wholesale slaughter; modern warfare 
subjects men—civilians perhaps even more than com- 
batants—to a hazard which could not conceivably have 
been allowed for in the premiums quoted in contracts 
written fifteen, ten, five or even two years ago. Such 
contracts had to be based on a tacit assumption of peace. 
On any other basis, premiums could not possibly 
have been low enough—given the ordinary individual's 
inability to project himself into the future—to permit the 
rapid expansion which has in fact taken place in life 
assurance business, with the immeasurable social benefits 
to the public which this has made possible. 

On the outbreak of war, or immediately before it, all 
offices ceased to grant policies including a free war cover 
and for some time it was difficult to obtain a quotation 
for an extra premium on a new policy to cover the war 
risk. New policies at ordinary rates are restricted, that is, 
the full sum assured is not payable if death occurs 
through war. So far as concerns policies written during 
the war, the offices are protecting themselves ade- 
quately against increased mortality. But there is now a 
fairly ready market on the assurer’s side for policies to 
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include the war risk, at extra premiums averaging about 
£1 per cent. per annum, though there has not so far been 
much demand from the public for the extra cover. It 
may be added that the Scottish offices are in general not 
anxious to cover war risk, though an exception is the 
Scottish Widows’ Fund, which is prepared to do so at a 
premium of £1 per cent. for civilians of any age. 
Obviously, the longer hostilities continue without 
heavy war mortality the better for the offices, since 
policies are now written on the basis of statistics which 
assume a state of hostilities, though a period of about 
fifteen or twenty years normal mortality would be 
needed for the bulk of the commitments on pre-war 
policies to run off in more or less normal fashion. Yet 
even assuming heavy war mortality, it would be easy to 
exaggerate the possible difficulties. It is important to 
remember that the major part of life assurance trans- 
acted is on the lives of men of fairly mature age—about 
60 per cent. of policies are on male lives over 30 years of 
age. It is important to remember, too, that there has 
always been a conservative element in life assurance 
underwriting which will stand the offices in good stead 
in war conditions. They could make fairly considerable 
inroads upon accumulated funds in order to meet war 
losses without disturbance to their financial equilibrium. 
Most important safeguard of all, it should be remembered 
that no less than 20 per cent. of policies reckoned accord- 
ing to value are in the with-profits branch. On these 
policies the policy holder has agreed to bear a part of the 
equity, and it is plain that if there are demands on the 
funds by reason of claims through war deaths, the offices 
will be obliged to provide for the demands by reducing 
with-profits bonuses or by passing them altogether. In 
itself this may not be a pleasant prospect for the holder of 
a with-profits policy, but the maintenance of the fund is 
ultimately of more moment to him than profits bonuses. 
While there are these compensating factors to be set 
against the prospective increased mortality on pre-war 
assurances, new contracts, as already mentioned, carry 
their own safeguards for the offices, since they are either 
restricted policies or they bear an extra premium for the 
war risk. Assurances subject to the restriction clause are 
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by no means an unsatisfactory proposition, from the 
policy holder’s point of view. Though the sum assured 
under such policies is not payable if death arises directly 
or indirectly through the war, the total of the premiums 
paid or the surrender value, whichever is the higher, 
becomes due to the policy holder in such circumstances, 
while the ordinary death risk is, of course, fully covered 
as before. It is to be specially noted, moreover, that 
despite a number of circumstances which clearly point to 
an upward movement in premium rates on restricted 
policies, no change in rates has so far occurred. Thus, 
though the present proposer for life assurance is not in 
quite so satisfactory a position as he would have been in 
pre-war days, he still obtains a valuable cover at a very 
reasonable cost. Bearing in mind the practical certainty 
that rates will increase before many months have passed, 
the present is an advantageous time for under-assured 
persons with secure incomes to make up the deficiency in 
the amount of life assurance they are carrying. 

That the volume of new business written since war 
began has shrunk to small dimensions is mainly because 
so many people have found that they have not secure 
incomes and that the outlook for their personal affairs is 
extremely uncertain, not because the terms offered by 
the life offices are intrinsically unattractive. There are 
some grounds for the view that this is largely a transi- 
tional effect which will be reversed as the war economy 
gets under way and unemployment diminishes: indeed, 
there are already signs of such a recovery. On the other 
hand, there are reasons why this reverse movement may 
not go very far. The financing of the war necessitates— 
and will necessitate—the absorption by the State of an 
increasing part of the ordinary man’s income, either by 
taxation or, more probably, by loans (either forced or 
voluntary). This may impose such a degree of retrench- 
ment upon the would-be policy holder that he is forced 
to refrain from taking out extra policies. 

Although it is everywhere agreed that unnecessary 
expenditure must be avoided during wartime, however, 
it cannot be emphasized too strongly that the graver the 
times, the greater becomes the mistake if life assurance is 
regarded as a luxury which can readily be economized. 
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Not only is it more important in wartime that the bread- 
winner should fully provide for his family by means of 
life assurance. Even more vital, the life offices provide 
one of the best voluntary methods of canalizing and 
augmenting the nation’s savings. There can be little 
doubt that it would be a more effective—and cheaper— 
way of tapping the resources of the small man if an 
appeal to him to invest in life assurance were coupled 
with an appeal to the life offices to place their funds in 
gilt-edged, than if he were approached for direct invest- 
ment in war loan. 

The premium income of the offices depends partly on 
the volume of new business, which has just been consi- 
dered, and partly on the continued payment of 
premiums under old contracts. This latter element is of 
particular importance at a time when the incomes of 
many policy holders have been reduced as a result of the 
war. It is to be especially remarked that as yet assurance 
premiums have not been made subject to any wartime 
moratorium, for the Courts (Emergency Powers) Act, 
which applies a kind of moratorium to debts, does not 
cover payments under assurance policies. Further, the 
moratorium provisions of the Orders-in-Council issued 
under the Military Training Act and the Reserve and 
Auxiliary Forces Act, which were fully considered in the 
July issue of THE BANKER (pages 25-29), ceased to applv 
to any entrants into the services after general mobiliza- 
tion. The fact that this occurred so soon after the issue 
of the Orders caused the period of moratorium to be 
limited even in the cases where it applied, namely, to 
militiamen and reservists who were serving before 
mobilization. With the exception of this limited mora- 
torium—a peacetime, not a wartime, measure—no obliga- 
tion has to date been imposed on the offices to forego 
premiums, apart from the undertakings into which they 
have voluntarily entered at the inception of the policies. 
It is known that the Government are having conversa- 
tions with various interests on this question, but no 
decisions have yet been announced. Perhaps it is well to 
point out that the “non-forfeiture clause” which is 
inserted on practically all policies by the ordinary life 
offices, gives a general right to the policy holder to have 
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his premiums met out of the surrender value if the policy 
holder is unable to continue payments for a time. This 
is a very real protection. In the industrial branch the 
policy holder has been given certain rights under the Act 
passed in 1923 which ensure that his policy need not 
lapse if he falls into arrears with his premiums. Those 
serving in the armed forces, although they have not been 
given any moratorium on premium payments by the 
Government, beyond the limited peacetime measure 
already referred to, may appeal to the Military Service 
(Special Allowances) Advisory Committee for assistance 
in the event of their having to meet heavy premium pay- 
ments. Thus in several ways the policy holder’s interests 
are safeguarded. It may indeed be regarded as question- 
able how far any further measures are desirable, bearing 
in mind the fact that what is gratuitously bestowed upon 
one policy holder is to a very large extent taken away 
from another. 

It will already have been noticed that the words 
“Government” and “State” have been used several 
times in this review: assurance in common with other 
economic institutions cannot avoid the many-sided 
effects of the Government’s activities called forth by war, 
even if it escapes actual control. This is particularly the 
case with regard to earnings on invested funds and the 
stability of assets. The life assurance process is nothing 
more than an amalgam of the law of averages with that 
of compound interest. How then are interest earnings 
faring in the face of heavy Government expenditure on 
the war? 

Before the outbreak of war it had already become a 
commonplace that increasing taxation was absorbing so 
large a part of the life offices interest receipts that the net 
rate of interest was moving downward, despite the 
upward tendency of the gross rate. Wartime taxation 
has underlined this in most emphatic fashion. The 
increase in the standard rate of income tax falls with 
especial severity on the life offices. An office whose fund 
had been yielding, say, £4 per cent. net—which was 
approximately the average rate last year—will find the 
yield reduced to about £3 12s. per cent. at the new 
standard rate. It is certainly not difficult to find pointers 
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for the view offered in this review that premium rates will 
move upwards shortly. 

The reciprocal action between the rate of interest and 
the values of securities creates a complication. Normally 
the offices would welcome an upward movement in gross 
interest rates, even though it entailed a corresponding 
decline in security values. They would normally con- 
sider that their reserves would take care of a moderate 
depreciation in assets, while an expanding premium 
income, and, therefore, large current placings of funds, 
would enable them to take full advantage of the greater 
earning power of new investments. But the equations 
are not now so simple. The reduced inflow of fresh 
money means that an upward movement in gross rates 
would bring less benefit to total earnings in the life 
department, while the depreciation in security values 
would have greater significance in wartime when inroads 
are being made upon the funds. Though the increase in 
income tax is a severe blow—for it affects all interest 
earnings, on old and new investments alike—a rise in 
gross interest rates would not necessarily be a blessing. 
The offices thus have no cause to lament the Govern- 
ment’s avowed policy of preventing any future deprecia- 
tion in the level of gilt edged. The balance of adv antage 
seems to lie at present with a policy which accepts the 
handicaps to current earnings—while continuously alert 
to distinguish the more profitable outlets for funds—as 
compensation for anything which helps to keep resources 
intact. 

Il.—_THE FIRE DEPARTMENT. 

Like the life branch, the general departments are 
closely affected by Government wartime policy, but they 
possess by comparison relatively small invested funds 
and are mainly affected by the war economy in other 
directions. Before the fire and other departments are 
reviewed individually brief mention must be made of 
one conspicuous item of expenditure which war has 
imposed on practically all insurance companies and in 
which all departments will share: namely, the cost of 
A.R.P. measures and evacuation. Most insurance com- 
panies with head offices in London have evacuated = 
major part of their headquarters organization to th 
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country—at some disturbance to their efficiency and at 
considerable expense. 

So far as fire insurance in the home market is 
concerned, the volume of premiums depends in the main 
upon two factors—the state of industry and trade and 
the level of prices. In the-first few months of the war 
there has been a net decline in industrial activity in this 
country, so far, at least, as the numbers employed are a 
reliable guide. But the sums insured on fire policies, and 
the corresponding premium payments, are not very 
sensitive to short-period alternations in industria] 
activity. In any case the unemployment statistics hide 
the very substantial amount of overtime and the more 
intensive working now general in the varied industries 
comprising the British armaments sector. Moreover, 
there will already have been some response in premiums 
to the rise in prices since the outbreak of the war. Thus, 
it can at least be said that the first three months of 
hostilities have probably not had adverse repercussions 
on the two indices, the sums insured and the corre- 
sponding premium income. 

When the longer view is taken there can be little doubt 
about the direction in which the two indices will move. 
It may be, indeed, that instead of the great expansion of 
the last war, when total fire premiums rose from £28.9 
million in 1914 to £41.7 million in 1920, a more moderate 
movement may be expected, since the emphatic increase 
in business illustrated by these figures was undoubtedly 
largely due to inflation. If the Government remains firm 
in its determination not to allow any inflationary 
tendencies to have play on this occasion, fire insurance 
companies cannot expect such a pronounced boom, 
though they will still benefit from advancing industrial 
activity as the war effort is intensified. 

One less satisfa ctory reaction of the present war must, 
however, be noted. As State controls and the Govern- 
ment’s storage on its own account of essential com- 
modities have become more and more important, so 
insurers have found that an increasing volume of 
business has been lost to the market owing to the fact 
that the Government usually “carries” the risk itself. 
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It does not need to be emphasized that this “self- 
insurance ”’ suffers from grave technical defects and that 
it may conceivably involve the Government in serious 
loss. Recently it was announced, however, that a special 
purchase of £600,000 worth of Australian wool on 
Government account was to be covered in the open 
market against the marine risk. It is to be hoped that 
this heralds a departure from the policy so far followed 
in regard to the fire risk also. 

While the anticipated quickening of the tempo of 
industry will benefit premiums, it may also cause some 
upward movement in fire claims. This is to be expected 
mainly because of the larger values at risk but also 
because of fire hazards inseparable from the intensified 
working of factories. Nevertheless, any increase in 
claims is likely to be much less pronounced, relatively 
speaking, than the increase in premiums. In tIo14, 
claims amounted to £16.5 million and by 1918 they had 
increased by only 14 per cent. (to £18.8 million), as 
compared with an expansion of 44.3 per cent. in 
premiums during the same period. By 1920 claims had 
increased by 69.1 per cent. (to £27.9 million), but by that 
time premiums had risen by 102.5 per cent. 

In the foreign field there has, of course, been a complete 
cessation of business in enemy countries, and it may take 
some time for it to be replaced in other directions, though 
if the measures suggested in another article in this issue 
of THE BANKER were energetically pursued, that time 
would be considerably shortened. Two things, neverthe- 
less, stand out. First, while difficulties in such an inter- 
national business as insurance, as it is conducted by the 
British companies, may clearly result from the disturb- 
ance to international commercial relationships in general, 
greater economic activity in neutral countries should 
react to their advantage. Secondly, even if the profit 
balances of the companies were taken over by the 
Government in exchange for sterling, the depreciation 
of the pound means an enlargement of the balances in 
terms of sterling. 

III.—ACCIDENT INSURANCE. 

In this department the main part of the business is 

represented by motor insurance. This section has been 
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the sore spot of insurance for a long time. There are few 
companies that have made a respectable margin of profit 
on motor business in recent years, and even before the 
war began the outlook was dark. With the coming of 
war, the prospects for the amount of business on offer in 
this department have been literally “ blacked-out.” The 
lighting restrictions are merely one factor in a number 
causing the horse-power on the roads to decline almost 
catastrophically. Among these other influences the main 
responsibility must be taken by the rationing of petrol. 
But the increase in its price, the projected stepping-up of 
the motor vehicles tax, the decline in middle-class 
incomes, the reduced transport requirements of certain 
types of businesses which are experiencing a slackening 
of trade—all these are important contributory factors. 
While the decline in motor premiums will inevitably be 
conspicuous, it by no means follows that it will be 
disastrous. On the contrary, motor insurance having 
proved so unsatisfactory, a sharp contraction in the 
business available may be a drastic remedy for the ills 
from which the business has been suffering. 

It has yet to be seen what the net experience as regards 
motor accidents wil] be in the present circumstances— 
whether the increased liability to accident caused by 
driving in the “ black-out ” will be offset by, or will itself 
offset, the reduction in the number of vehicles on the 
toads. So far it seems that the accident rate has 
increased, but this may possibly be a transitional effect 
before the reduction in motor cars in use has become 
fully effective. One sidelight is worthy of note: claims 
for loss of expectation of life resulting from road fatalities 
constitute rather less serious a problem than in pre-war 
days, since the Courts in assessing “expectations ’”’ are 
taking account of the general liability to death through 
war. 

The companies made a valuable contribution to the 
war effort when they held their insured covered during 
the first two months of war against accidents incurred 
while cars were in part-time use for civil defence. This 
arrangement, which could obviously only be temporary, 
has been replaced by one under which cars that are so 
used are covered by a blanket policy issued to local and 
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other authorities at a rate of £2 per car. For cars in 
full-time use for civil defence insurance is available at 
£7 per vehicle. The receipts from these insurances will 
make up for part of the decline in business previously 
mentioned. 

Non-motor business transacted by the accident depart- 
ment is likely to find a widening scope as the war 
progresses. Thus, emplovers’ liability insurance at home 
will benefit from the rising wage-rolls and the increase in 
factory employment. Similar conditions may obtain in 
the United States. Personal accident business should 
provide a good field for the insurance agent, having 
regard to the greater liability to accident caused by the 
“black-out” and the volume of burglar insurances 
should also increase seeing that a large number of 
premises have been left unoccupied by tenants who have 
removed themselves but not their belongings. In all 
these cases claims also may be expected to increase, but 
when the business-getter has had the opportunity of 
reaping new insurances premiums should rise in greater 
proportion. 


IV.—THE MARINE DEPARTMENT. 

Marine insurance is most directly affected by hostilities, 
especially since the present war has so far been pre- 
dominantly naval in character. This is the only part of 
non-life insurance in which war risks are insured by 
the market and in it the underwriting syndicates and 
insurance companies work alongside the Government 
war risk insurance office, though hardly attempting to 
compete with it. There have naturally been some diff- 
culties of adjustment between the open market and the 
State office. For example, a certain amount of perturba- 
tion was recently caused when the Government extended 
its operations to voyages in British vessels not touching 
the United Kingdom, which had previously been left to 
the market. A moderate amount of war risk business 
flows to the open market, but it is as yet too early to say 
how profitable it may be. The need for a greater 
measure of co-ordination between the Government and 
the market appears to be indisputable. 
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Apart from the war risk itself, the war has direct 
repercussions on marine insurance both in its effects on 
the amount of business—for hulls as well as cargoes— 
and in incidence and importance of losses. The tonnage 
of hulls seeking insurance may be expected to increase 
with the active pursuance of shipbuilding as part of the 
country’s war policy, provided the removal of insurances 
from the market by reason of Government requisitioning 
is not carried too far. On the other hand, the volume of 
cargoes moved is not likely to expand, though we may 
hope that shipments to this country will be considerably 
in excess of those indicated by the trade statistics for the 
first two months of war. Losses—quite apart from war 
losses—can hardly fail to be heavier, for vessels will 
probably be commissioned even if they are not so well- 
found as in normal times, and they may be more heavily 
loaded, thus carrying greater values. There will be a 
dearth of navigational aids and experienced salvors, and 
repair costs will be higher. It may well be, however, 
that the conjunction of wartime factors of this nature 
may be one element among others eventually causing a 
general revision of cargo rates in an upward direction. 
Hence the ultimate prospects for marine insurance as a 
whole, always unpredictable, may be more satisfactory 
than would appear to be the case at first glance. 





Obituary 
Mr. W. B. White 


After a long illness the death occurred on November 
10 of Mr. W. B. White, a London manager since 1933 of 
the Chartered Bank of India, Australia and China. Mr. 
White joined the bank in 1899 and went out to the East 
in 1902. After doing duty at Yokohama, Kobe, Manila, 
Calcutta, Delhi, Amritsar, Rangoon and Bombay, he 
was appointed agent in the East in 1922. 
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Appointments and Retirements 


Bank of Australasia. 


The directors have elected Mr. David John Robarts to 
a seat on the board. Mr. Robarts is also on the boards of 
the National Provincial Bank, the London Merchant 
Bank and Royal Exchange Assurance, and is a director 
of Messrs. Coutts & Co. 


Barclays Bank (Dominion, Colonial and Overseas). 


The Hon. J. W. Downie, C.M.G., has been appointed 
a member of the Rhodesian Committee. 

Dr. H. J. van der Bijl has been appointed a member 
of the South African board. 


Canadian Bankers’ Association. 


Mr. H. F. Patterson, general manager of the Bank of 
Nova Scotia, has been elected president of the 
association. 


Erlangers. 


Owing to the death of Baron Emile d’Erlanger on 
July 24, 1939, the directors have invited his son, Mr. 
Gerard d’Erlanger to join the board. With the consent 
of Messrs. Myers & Co., of which Mr. Gerard d’Erlanger 
was a partner, the invitation has been accepted. This 
has meant his resignation as a member of the Stock 
Exchange and also, with mutual regret, of his partner- 
ship with Messrs. Myers & Co. 


Lloyds Bank. 


Mr. T. C. Cooper, M.C., from Chester, has been 
appointed manager of Connah’s Quay branch in 
succession to Mr. J. A. Vincent, who has retired after 
44 years’ service. 

At Guildford branch, Mr. J. E. Fitzgerald, from the 
Inspection Staff, has been appointed sub-manager. 

Mr. W. E. Holden, from Whitley Bay, has been 
appointed manager of Monkseaton branch. Mr. R. C. 
Ellis, from Grey Street, Newcastle-upon-Tyne, has been 
appointed manager of Whitley Bay branch. 

Mr. M. L. Blaxall, from Old Bond Street, W., has been 
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appointed manager of Notting Hill Gate branch, W., in 
the place of Mr. F. C. White, who is now serving with 
His Majesty’s Forces. 

On the retirement on account of ill health of Mr. 
W. A. Edwards, D.S.O., Mr. D. J. Lewis, from Head 
Office, has been appointed manager of Penarth branch. 

Mr. F. H. Brooks, from Wincanton, succeeds Mr. F. 
Gobey as manager of Sherborne branch on the retire- 
ment of the latter owing to ill health, after 42 years’ 
service. Mr. V. E. S. Ward, from Bideford, has been 
appointed manager of Wincanton branch. 

Mr. N. H. Norris, from Stowmarket, has been 
appointed manager of Spilsby branch in succession to 
Mr. W. Grain, who has retired after nearly 50 years’ 
service. 

At Swanage branch, Mr. A. W. Porter, sub-manager, 
has retired after 45 years’ service. 

Martins Bank. 

Mr. J. R. Branscombe and Mr. G. E. M. Bromley- 
Martin, hitherto assistant managers, have each been 
appointed a sub-manager of Cocks Biddulph branch, 
London, to succeed Mr. W. Shankland on his retirement 
after 40 years’ service. 

Mr. R. C. Hall, from the District General Manager’s 
Staff, Newcastle-upon-Tyne, has been appointed 
manager of Bedlington branch in succession to Mr. 
E. C. T. Weir, who has retired after 43 years’ service. 

Mr. R. S. Bates, from Newcastle-upon-Tyne City 
Office, has been appointed manager of Felling branch to 
succeed Mr. J. A. Guy on his retirement after 37 years’ 
service. 

National Bank of Scotland. 

Mr. David Alexander, from the Inspector’s Depart- 
ment, has been appointed agent at Cowgate branch, 
Dundee, in the place of Mr. J. G. Lindsay, who is no 
longer in the service of the bank and whose authority to 
sign has ceased. 

Mr. D. S. Fraser, joint agent at Cupar Fife branch, 
has been appointed joint agent at Kilmarnock branch in 
association with Mr. G. Burns. The agency at Cupar 
Fife branch will be continued under the charge of 
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Mr. J. G. Rutherford, Mr. J. C. Wilson and Mr. I. W. 
McInnes, joint agents. 

Temporary authority to sign “pro agent” has been 
conferred upon Mr. H. G. Hart, accountant at Castle 
Douglas branch, in the absence of one of the joint agents 
on military service. 

Mr. J. R. McLeod has been authorised to sign “ pro 
agent” at Greenock branch on his appointment as 
accountant. 


International Banking Keview 
THE UNITED STATES 


LTHOUGH the change in the neutrality legislation 
A did not bring about any immediate change in the 
banking and currency situation, it is expected to 
have very far-reaching repercussions in the long run. It 
can safely be taken for granted that as a result of large 
orders to be placed in the United States by Great Britain 
and France there will be a further heavy influx of gold to 
the United States within the next year or so. This in 
spite of any liquidation of British and French holdings 
of American securities which may finance part of their 
requirements. There is no reason to suppose that the 
United States monetary authorities will raise any obstacle 
to the influx of gold, especially as the expansion of trade 
which will doubtless take place will necessitate some 
expansion of credit. For this reason there will be no 
need to sterilize the gold influx, which will therefore be 
less unwelcome from the point of view of the American 
monetary authorities than was the gold influx of recent 
years. 

Nevertheless, it is conceivable that the evidence of a 
heavy influx of gold will give rise once more to agitation 
in favour of a reduction in the dollar price of gold or the 
limitation of gold imports. Even though it is safe to 
assume that the authorities would pay no heed to such 
agitation, it is nevertheless possible that it might give rise 
to a certain amount of uneasiness similar to that pro- 
duced by the gold scare of 1937. Since, however, the 
United States will not be the only country with a favour- 
able trade balance, the chances are that the flow of gold 
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will be -_ one-sided than it was in the past. Much of the 
gold will undoubtedly find its way to Latin-American 
_otosd Japan, Sweden, etc., so that the United States 
will not be by any means the only buyer of gold. 
FRANCE 

The hoarding movement which developed imme- 
diately after mobilization has been reversed during recent 
weeks. Hence bank deposits and savings accounts show 
a net increase. This is largely a result of the repatriation 
of French funds from abroad. Since it was originally 
decreed that holders must declare foreign assets unless 
repatriated before November 15, many owners of such 
assets preferred to repatriate their holdings in order to 
avoid having to declare them. Considerable amounts of 
sterling have been surrendered to the French authorities, 
who have adopted the policy of leaving these balances in 
London in order not to inconvenience the British autho- 
rities. Thanks to the repatriations, the French banks have 
been in a position freely to absorb the armament bonds 
issued by the French Treasury, and as a result the 
Treasury has been able to raise the funds it required 
without having to resort to the issue of long-term loans 
up to the time of writing. During the first ten weeks of 
the war the gold and foreign exchange holding of the 
French authorities actually increased by about Fes. 1 
milliard, in spite of the heavy imports for war require- 
ments and the inevitable falling off in exports. 


HOLLAND 

The immediate effect of the acute threat of a German 
invasion of Holland and Belgium was a weakening of 
sterling in New York owing to the transfer of Dutch and 
Belgian balances from London to New York. The 
reason for these transfers was that since the sterling 
balances of residents in territory under German occupa- 
tion would become blocked for the duration of the war, 
many Dutch and Belgian residents preferred to safe- 
guard themselves by transferring their funds to a neutral 
country. Another effect of the war scare was a w eaken- 
ing of the belga, but the guilder remained firm. The 
London banking community did not consider it neces- 
sary to take any exceptional steps, since in any case 

Ss 
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credits to Holland and Belgium have heen drastically 
curtailed as a result of the exchange restrictions. : 


POLAND 

Proposals regarding the establishment of a clearing 
for the purpose of settling claims on Poland against debts 
due to Poland have been rejected by the Government. 
On the other hand, there is a limited clearing carried on 
by the Polish Embassy in London as far as the Polish 
Government-controlled banks, such as the Bank 
Gospodarstwa Kragowego or the Bank Rolny, are con- 
cerned. The acceptance credits of these banks are met 
out of their assets abroad, the Finance Attaché of the 
Polish Embassy having a power of Attorney to dispose 
of those assets. 

PORTUGAL 

The Portuguese Government has decided to alter the 
sterling-escudo rate, which for many years has been un- 
changed at 110. Thus Portugal has also departed from 
the Sterling Bloc owing to the depreciation of sterling in 
the unofficial market. Since Japan and the Scan- 
dinavian countries have taken similar steps some time 
ago, the Sterling Bloc now consists only of the British 
Empire, Egypt, Iraq, and a few other countries. 


THE BANK FOR INTERNATIONAL SETTLEMENTS 

The Bank for International Settlements decided after 
the outbreak of the war to hold back for the time being 
the untransferred balance of about £600,000 of the 
Czecho-Slovak National Bank’s gold which was surren- 
dered to the German authorities in March last. This step 
was taken as a result of representations made in Basle by 
one of the high officials of the Czecho-Slovak National 
Bank who succeeded in escaping abroad. It is now 
believed that the Bank for international Settlements will 
retain the gold pendine a legal decision. The view is 
generally taken that the German authorities will not dare 
to submit the case to a Swiss Law Court, since it is a fore- 
gone conclusion that the decision would be against them. 

There was no board meeting of the Bank for Inter- 
national Settlements in November. The executive 
obtained authority from the directors to carry on regard- 
ing routine matters and no further arrangements have 
been made for holding a board meeting. 
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AUSTRALIA’S SUCCESSFUL YEAR 


MR. R. W. GILLESPIE’S REVIEW 





HE Ordinary General Meeting of the Bank 
of New South Wales was held in Sydney on 
November 24. 

Mr. Robert W. Gillespie (the President), in the 
course of his speech, said: Australia passed 
through the year 1938-39 very successfully in 
view of the troubles that beset it. Export incomes 
were considerably reduced by low export prices 
and deflationary tendencies were further strength- 
ened by a severe drought early in 1939. Import 
prices remained high, and as interest rates and 
Wages rose, so did internal prices. 

Australia’s success in meeting the danger of 
instability reflects the increasing skill with which 
the authorities are able to offset oversea influences. 
Industry and trade were given a stimulus by 
central-bank expansion and by a small increase 
in government spending. However, there are 
limits to the possibility of expansion, set by the 
level of London funds and divergence between 
internal and oversea prices. It is proper that 
short-term fluctuations in income from exports 
of primary produce should not be allowed to 
dislocate the economy. On the other hand, 
insulation by credit expansion is no adequate 
substitute for the readjustments that are necessary 
when export income moves to a new level that 
seems likely to become permanent. 


FROM PEACE TO WAR 


Australia is at present faced with the problem 
of diverting resources from production for peace 
to production for war. Some reduction in the 
standard of living appears to be inevitable, since 
maintenance of this may not be consistent with 
the most vigorous war effort. It is important 
that entrepreneurs should understand that many 
of the industries which will expand now may be 
unable to compete successfully with oversea 
roducers after the war. The Government has 
lready taken steps to control many aspects of 
mic activity but co-ordination is essential. 
It is not sufficient to prevent private enterprise 
from using resources in a manner not suited for a 
war-time economy; the Government must also 
see that the resources set free are actually 
re-employed in the best manner. 


However, ‘‘ Australia enters the war with a 
strongly organized economy.” The level of 
London funds must be considered sound and there 
is still a wide margin for taxation and borrowing 
for war purposes. 











GOLD AND BASE METALS 





Gold production increased again, and displaced 
wheat as Australia’s second most valuable export, 
largely as a result of its rising price. From the 
beginning of the war, the Central Bank took 
control of all gold produced in the country. The 
base metal market has been dominated by 


armament needs. Exports of lead and zinc fell, 


but during the war Britain should take almost 
all Australia’s exportable surplus. 


BANKING AND FINANCE 

During the year bank deposits rose by £2-1 m., 
London funds and Australian liquid assets falling, 
whereas advances rose £7°3 m. to meet the 
increased demands of primary producers. The 
ratio of advances to deposits was 93°3 per cent. 
If export income increases during the war, the 
strain of financing primary production will be 
relieved. Otherwise, a heavy reduction of 
imports or a_ continuation of central-bank 
expansion will be necessary and both introduce 
problems of their own which do not arise from an 
improvement of export income. 

The Stock Exchange remained moderately 
steady in the face of international tension, but 
investors were cautious. In general, company 
profits no longer continued an upward trend, and 
in some cases were lower. The yield on 4 per cent. 
Government securities rose from 3-8 per cent. in 
October, 1938, to 4*1 per cent. in September, 1939. 





NEW ZEALAND 


In New Zealand perhaps the most notable 
development was the establishment of exchange 
control. This action was taken to preserve London 
funds, which had been greatly depleted mainly by 
reason of the over-rapid expansion of Government 
expenditure. The £17 million sterling loan, which 
fell due in London during the year, was renewed 
with difficulty, partly as a result of distrust of the 
Government’s economic policy. Associated with 
the attempt to reduce the volume of imports is the 
encouragement of secondary industry. 


War organisation is taking shape with com- 
mendable rapidity. At the present time, when 
war needs may require the control and diversion 
of resources to meet the essential requirements of 
the Allies, some usefulness may be found in 
exchange and import control; but it is desirable 
that eventual relaxation of the restrictions should 
be kept in view. Present conditions should not be 
held to justify disregard of ultimate objectives. 


BANKING AND FINANCE 

The fall in oversea funds was reflected in the 
banking figures, the ratio of advances to deposits 
rising to 94 per cent. at the end of November, 1938. 
However, exchange control and a further expan- 
sion of central bank credit restored liquidity. The 
trading banks’ holdings of short-term government 
securities increased. The Government accounts 
showed a surplus, taxation being increased to meet 
the costs of defence and the new social security 
scheme. 

The foregoing is an abstract from Mr. R. W. 
Gillespie's speech, full copies of which may be ob- 
tained on application to the London Office of the Bank 
of New South Wales, 29, Threadneedle Street, E.C. 

















Books 


PROFITS, INTEREST AND INVESTMENT. By F. A. VON 
HAYEK. (Routledge. 6s.) 

EVEN in these days the oral tradition in the Universi- 
ties still counts for something, which means that ideas 
may become familiar to a lecturer’s immediate circle 
before being disseminated to a wider public through the 
written word. Thus it was that a few years ago Professor 
Hayek precipitated something like an intellectual revolu- 
tion in London with his exposition of Austrian trade 
cycle theory at precisely the same time that Cambridge 
was placed in an intellectual ferment by the new develop- 
ments—on such very different lines—of Mr. Keynes’ 
thought. Much water has rolled under the bridges since 
the violent controversy which resulted, and in the mean- 
time it has become popular to explain away the funda- 
mental difference of approach between the two schools 
of thought by saying that Mr. Keynes’ views apply in 
conditions of under-employment and Professor Hayek’s 
to full employment. That reconciliation on these lines 
may be altogether too superficial is made very clear by 
the 70-page essay which give the title to Professor 
Hayek’s latest work. In effect, this essay re-examines the 
argument of “ Prices and Production ” as applied to the 
assumed conditions—so dear to the more fractious critics 
of the Austrian school—of under-employment, rigidity 
in money, wages, and immobility of labour between the 
main industrial groups, with the further assumption 
that the money rate of interest is kept constant. Start- 
ling though this latter assumption may seem from the 
author of “ Prices and Production” (whose entire 
argument was concerned with fluctuations in rates of 
interest), the departure is not so fundamental as might 
appear. In the earlier formulation, the trade cycle was 
generated by the fluctuations around the money rate of 
interest of a “real” rate of interest which, in fact, 
appeared identical to at any rate some students of the 
Austrian school with the expected profit on investment. 
Since Professor Hayek now frankly accepts the rate of 
profit as the operative factor, the relegation to a subor- 
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dinate role of the rate of interest (what heresy that would 
have seemed a few years ago!) involves no radical depar- 
ture in theory, and has the great advantage that the 
author is able to explain why a “ cheap money policy ” 
does not necessarily terminate business fluctuations. On 
the contrary, Professor Hayek’s main challenge to widely 
held beliefs is his contention that while it is easy enough 
to bring about “full employment” by credit expansion, 
the kind of full employment which can be created in this 
way is inherently unstable. Flatly contradictory though 
this seems to Mr. Keynes’ views, it may be that this 
difference arises from nothing more fundamental than a 
question of definition. Keynesian “ under-employment ” 
assumes that all supply curves are horizontal; “ full 
employment” implies that they are all vertical. 
Obviously, the supply curves begin to turn upward be- 
fore actual full employment is reached, and Professor 
Hayek’s argument (which in this form Mr. Keynes could 
surely accept) would seem to be that it is in this transi- 
tional stage—and not at full employment—that the 
critical point is reached at which credit expansion be- 
comes inflationary and the recovery unstable. For his 
part, Professor Hayek makes the interesting concession 
that during the later half of the decline a policy of supple- 
menting demand by public expenditure may well be 
justified, though he still holds that some reduction of 
incomes is necessary after the crisis. Baldly stated and 
divorced from the very subtle analysis on which they are 
based, conclusions of this kind tend to arouse instinctive 
opposition, and it is to be hoped that those who hold 
opposing views will at least pay the author the compli- 
ment of mastering his detailed reasoning. In this country 
the idea that “ demand for capital is derived from the 
demand for consumption goods ” is considered so com- 
pletely axiomatic that mere impatience and irritation 
may greet the argument that a rise in profits may lead to 
a slump. What is not realized is that the concept 
of derived demand is fundamentally inconsistent with 
other basic ideas which are equally accepted. Thus it 
would surely be agreed by all schools of thought that : (i) 
a rise in real wages will lead employers to substitute 
machinery for labour, and vice versa, and (2) a rise in 
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prices (and by implication in profits) represents a fall 
in real wages. In combination, these two simple ideas lead 
directly to Professor Hayek’s central theme that a rise in 
profits leads to a shift in the employment of resources to- 
wards the consumption end of the production structure, 
and thus to a curtailment of investment in the higher 
stages—which in turn means unemployment in some 
industries and an ultimate contraction in demand for 
consumers’ goods. And if it be doubted how important 
a part is in fact played by such shifts in the structure of 
production, they should be dispelled by the arithmetical 
example on page 9, which shows that if the system has 
been 1n equilibrium with profits at 6 per cent., a rise of no 
more than 2 per cent. in prices of finished products will 
raise the profit on a one-month investment to 30 per 
cent., and that on a two-year investment only to 7 per 
cent. With a 50 per cent. rise the respective rates would 
be 630 per cent. and 31 per cent., a disparity which must 
exert an enormous pull if the rise is expected to last, as in 
wartime. In a brief review, however, it is impossible 
even to touch on some of the more complex adjustments 
involved in this process, in particular those associated 
with a brand new “multiplier” of Professor Hayek’s 
own. At times, indeed, the argument is quite stiff going, 
and the book certainly assumes a fair background of 
trade cycle theory and in particular some acquaintance 
with Professor Hayek’s earlier work. But for readers 
thus equipped, the effort will be amply rewarded. 
W. M. D. 


THE Economics oF Burtpinc. By HERBERT W. RoBin- 
son. (P. S. King & Son. Ios. 6d.) 


Tuts book definitely carries its sting in its tail, for it is 
only in the very useful statistical section that the author 
succeeds in bringing to life what could be quite a 
fascinating subject. Some interesting conclusions 
emerge, however, from the statistical analysis. It is 
shown that whereas changes in the number of families 
has hitherto been the long-run determinant of resi- 
dential building, movements of population are likely to be 
the most important factor in the future. Indeed, the 
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demand for housing required to provide one habitation 
per family will actually become almost zero at the end 
of 1941 (ignoring changes in tastes) and negative in the 
fifties or sixties. What this will mean in terms of build- 
ing employment is unfortunately not discussed, as the 
author does not attempt to split up present building 
activity into repairs and replacements on the one hand 
and construction of new buildings on the other. So far 
as factory building is concerned, it is shown that the level 
of general business activity is easily the dominant factor, 
outweighing the combined influences of building costs 
and interest rates, though it is noteworthy that such 
building activity turned upwards in 1931 in advance of 
general business undoubtedly in response to falling costs 
and interest rates. Even in the applied section the 
author confines himself to the broadest generalizations, 
making no attempt to analyse in detail the intriguing 
social and institutional factors—particularly on the 
financial side—which played so important a part in the 
recent building boom. It is, therefore, hardly surprising 
that in the theoretical chapters abstraction is carried to 
the point of destroying much of the value as well as the 
interest of the analysis. Mr. Robinson seems to be one 
of those economists who imagine that a list of assorted 
variables constitutes a satisfactory analysis, and that if 
the variables can be compressed into the form of equa- 
tions the matter is disposed of once and for all. In view 
of this academic pretension it is disappointing to find an 
analysis based largely upon legal, as distinct from 
economic, categories—from the economic point of view 
the distinction between houses for occupation and for 
ownership is surely beside the point. In pure economics, 
equilibrium in building activity simply demands, on the 
supply side that the price is not less than cost, on the 
demand side that the price does not exceed the discounted 
value of the future income to be derived from the house. 
This latter requirement in turn means that interest on 
the capital must not exceed the annual rental the pur- 
chaser would be willing to pay if he intends to occupy the 
house himself, or the rental received (allowing for risk 
and cost of management) if he lets it to somebody else. 
Similarly, if the house is purchased with borrowed 
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capital, the interest payment must not exceed the annual 
value of the house to the borrower or alternatively the 
rental received from his tenant, again allowing for risk 
and other factors. Unfortunately, the discussion of risk 
elements finds no place in the author’s approach, which is 
doubly disappointing at a time when war risk has been 
a major influence on the industry. In general, however, 
the writer’s technical endowment is adequate, if un- 
inspired; it is lack of imagination from which he suffers. 
This may be seen, for example, in platitudinous proposi- 
tions which insult the standard of intelligence demanded 
elsewhere in the book, such as the following, selected more 
or less at random: “‘ The demand for buildings for owner- 
ship is satisfied either by existing buildings or by new 
buildings; if it is satisfied by existing buildings, no 
demand for building activity for new buildings arises, 
while if it is satisfied by new buildings (i.e. by the supply 
of new buildings for ownership) a demand for building 
activity for the buildin g of the new structures is obviously 
created.” 


ECONOMICS FOR DemocrATs. By GEOFFREY CROWTHER. 
(Nelson. 2s.) (Discussion Books No. 19.) 


ALL the vigour and clarity with which we are familiar 
in Mr. Crowther’s broadcasts and in the leading articles 
of the “ Economist” are directed in this little book to 
showing exactly how a (modern) liberal economist would 
set about reforming the economic system. The system’s 
defects Mr. Crowther diagnoses as the “ Evil Trinity ” 
of “ poverty, which denotes an inadequate production 
of wealth, the inequality of its distribution and the i irregu- 
larity with which it fluctuates from year to year.” After 
explaining why various “ false roads” must be rejected 
he prescribes a plentiful application of capital as the cure 
for poverty, the gradual abolition of inheritance as the 
cure for inequality, and a combination of methods to 
stabilize the demand for capital goods (in which mone- 
tary policy per se plays a comparatively minor role) as 
the cure for trade fluctuations. In the process he flattens 
out a number of popular fallacies (notably the techno- 
cratic gospel that “the problem of production has been 
solved”) and directs a withering fire impartially on 
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Labour’s demands for a shorter working week and on 
the Conservative habit of bolstering up profits in one 
industry after another by setting up monopolies under 
the special protection of the State. Of all the many points 
which are brilliantly driven home, perhaps the most 
important are the distinction between justifiable and 
mischievous intervention and between the social desira- 
bility of profits as a whole and the fallacy of restrictive 
devices to protect the shareholders of industrial indus- 
tries. When we are assailed on all sides by special plead- 
ing and half-baked panaceas, the balance, objectivity 
and sincerely humanitarian purpose of a book such as 
this are most refreshing. It is pleasant to think that it will 
baffle and infuriate the doctrinaire politicians, both of the 
Right and the Left, who will find it hard to make very 
much of a defence of capitalism which yet reserves its 
most devastating criticism for the “business man’s 
economics ” of the Conservative party. Thanks to this 
freedom from party prejudices, the book is well suited 
for the guidance of discussion groups and economic 
students, while its trenchant style makes it most stimu- 
lating reading for the intelligent layman. 


PROFESSOR SKINNER, ALIAS Montacu NorMAN. By JoHN 
HARGRAVE. (London, 1939: Wells Gardner, 
Darton & Co. 8s. 6d. net.) 

Tuts book claims to be “the first full-length 
biography of the Governor of the Bank of England.” It 
is difficult to reconcile this claim with the fact that the 
author is obviously fully conversant with Dr. Paul 
Einzig’s “Montagu Norman: A Study in Financial 
Statesmanship.” On several occasions remarks made by 
Dr. Einzig in that book are quoted, yet on no occasion 
with a reference to the title of the book in which they 
occur. Indeed, at one point there even reappears a state- 
ment which Dr. Einzig himself would now regard as a 
howler. Nor is the author’s own contribution to our 
knowledge of his subject of any great importance. The 
early chapters of the book, dealing with Mr. Norman’s 
family history and early career, cover identical ground 
with that covered in the corresponding chapters of Dr. 
Einzig’s book, treated in a very similar fashion. For the 
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rest the book is a scathing but not particularly intelligent 
attack on Mr. Norman’s monetary policy. The writer’s 
own monetary views are characterized by his description 
of Mr. Keynes as an orthodox economist. 


THE City Pace. By FRANK LEE. (Nelson. 2s.) (Dis- 
cussion Books No. 16.) 

EVERY newspaper has a City page. ‘“‘ Why don’t they 
either cut it out or make it intelligible? ” asks the author 
of this little book. In the hope of encouraging a wider 
audience to see that the City page has a practical impor- 
tance and can yield a pleasurable interest, he sets out to 
provide the necessary elementary knowledge. A very 
readable and useful account of the City’s commodity and 
financial markets is the result. There is ample scope for 
such an exposition, which in recent years has been 
attempted in popular form only in Mr. O. R. Hobson’s 
“ How the City Works.” This book inevitably covers 
much the same ground as Mr. Hobson’s book and should 
find a similar appreciative public. 
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THE BANK AND INSURANCE SHARES YEAR BOOK, 109309. 
(London, 1939: Trust of Insurance Shares, Ltd. 
Price ros. 6d. net.) 

Tuts valuable work of reference, now in its fifth year 
of publication, contains several improvements. The sec- 
tion devoted to banks has been enlarged and more 
detailed information is given about insurance companies, 
including particulars of premium incomes, expenses, 
claims and profit ratios. The record over a period of 
twenty-one years of share prices, yields and dividends is 
no longer dealt with separately, but is now included with 
the other particulars of each bank or insurance 
company. 


PLANNED INVESTMENT. By C. P. Maynew. (Fabian 
Research Series No. 45. Is.) 

AN accurate and painstaking, if scarcely very original, 
critique of the British capital market. Contains much 
useful factual information on the new issue market and 
the development of control in recent years. The criticism 
(which leads to the familiar arguments for a national 
investment board) is not friendly but is not extreme. 


PUBLICATIONS RECEIVED 
EXECUTORSHIP LAW AND Accounts. By D. F. DE 
L’HosTteE RANKING, E. E. Spicer and E. C. 
PEGLER; Edited by H. A. R. J. Wirson. (London, 
1939: Sir Isaac Pitman & Sons. 15s. net.) 
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By A. G. Davis. (London, 1939: Sir Isaac 
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